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described in the research included the administration and flow of OFC-01
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The conclusions contained in this thesis provide an evaluation of the
strengths and weaknesses of the OFC-01 management control system. Strengths
include a well developed information system, an established financial
structure, and a strong structural organization. Weaknesses include a flow
of funds that does not follow the operational chain of command and a lack
of formal feedback from CNAP to the squadron level. Specific recommendations
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ABSTSACT
The objective of this thesis is to review the management
control system of the United States Navy Flight Operations
(CFC-01) funis at the Heaiguart ers, Zsmmander, Naval Air
Forces, U.S. Pacific Fleet (CMP). Data was collected from
0FC-C1 funds administrators, obtained through field visits
and telephone interviews, and compared with Type Commander
directives; and research on management control systems.
Specific areas described La the research included the
administration and flow of CFC-0 1 funis, the Buiget OPTAR
Report, and the Navy Flying Hour Program.
The conclusions contained in this thesis provide an
evaluation of the strengths and weaknesses of' the OFC-01
management control system. Strengths include a well
developed information system, an established financial
structure, and a strong structural organization. Weaknesses
include a flow of funds that does not follow the operational
chain cf command and a lack of formal feedback from CNAP to
the squadron level. Specific recommendations are provided
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ffithin the Department of the Navy operating force
structure, the Commander, Naval Air Forces, United States
Pacific Fleet (CNA?) and the Commander, Naval Air Forces,
United States Atlantic Pleat (CNAL) serve as aviation Type
Commanders (TYCOMs). Their primary nission is to train and
support aviation forces (including Marine air forces) in
order to fulfill the operational regiirements of their
respective superior Fleet Commanders. The budgeted cost of
each aviation TYCOM to provide that support for fiscal year
1992 (FY 82) is in excess of $1 billion.
The funds utilized by CNAP and CNAL to support their
various aviation and other supported units are provided by
their respective superior Fleet Commanders, that is the
Commander-in-Chief, United States Pacific Fleet (CINCPACFLT)
and the Commander-in-Chief, United States Atlantic Fleet
(CINCLANTFLT) . CNAP and SNAL are 5xpar.se limitation holders
for the funis they receive and maintain legal responsibility
under Section 36 79, Revissi Statutes, for the largest
portion cf their budgets. Soth Type Commanders issue
Operating Budgets (03s) to themselves in order to finance
headquarters Staff and ottisr centrally administered costs
such as ship and squadron operations and temporary
additional duty. Naval air stations and shore activities
under CHAP'S and CNAL's administrative command are granted
separate OBs for base operations and are issued reimbursable
orders for Flight Operations funds.
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Air stations and shora activities manage their funds in
accordance with the guidance provided in Financial
Management of Resources (Departmental and Field Activities)
(NAVSO F-3006). The operating forces are guided by
lii^licial Management cf Resources (Operating Forces) (NAVSO
P-3013). Additional financial management and information
systems guidance is provided by the Chief of Naval
Operations (CNO) and CINCPiCFLT/CINCLANTFLT. The guidance
provided for the management of resources for operating units
(departmental and field activities aid operating forces)
provides:
(1) monetary and guantiiative information that will enable
managers to effectively and efficiently manage resources
made available ;
(2) operating budget grantors and other levels of
management tfiat decree of information necessary for
effective coordination and control of resources; and
(3) for the determination of the cost of ODeraticns of an
activity in terms cf the total resources consumed or
applied. (NAVSO P-3006, 1975, p. 1-3)
To facilitate the management and accumulation of cost
data based on the nature of an expends, funding for
operating forces is divided, in part, into OPTAR Functional
Ci-egcries (OFCs). Examples of OFCs are OFC-01 - Flight
Operations and OFC-50 - Aviation Fleet Maintenance. The
OFCs are further stratified by Fund rode. Fund Codes are
two-digit cedes (e.g., 73, 7F, 9J) relating to a Five Year
Defense Program and the appropriate expense element
(CDMNAVAIRLANTINST 7310. 1Q, 1930, p.II-2).
Flight Operations (DFC-01) funds are those funds, and
costs, associated with the operation of aircraft. OFC-01
funds are provided to support petroleum, oil and lubricants
(PDL) , and other flight operations re guirements. Management
of those funds is the responsibility of the Staffs at CNA?
and CNAL. To ensure adherence to CND financial guidance,
the CNA? and CNAL Staffs continuously review budget
performance, both by activity and by funding category.
11

They submit monthly reports on the status of Flight
Operations costs -co CNO (OP 513). Thi reported Flight
Operations information, along nith related information on
Aviation Fleet Maintenance (AFM) funis, is used... "in CNO to
monitor Flying H cur Program execution, to generate a factor
input for future programs and to respond to high level
inquiries and await reviews. It is of utmost importance
that it be accurate and timely" (OPNAVINST 7313. ID, 1980,
p. 3). The information ussi in CNO to monitor the Flying
Hoar Program (FHP) by reviewing the nonthly Flying Hour Cost
Peport (FHCR) , is taken from the Budget OPTAR Reports (BORs)
submitted to CNAP and CNAL by aviation units with Operating
Targets (OPTARs) .
The EOR is categorized by 3 FC with a separate report for
each OFC and further stratified by fund code. The OFC-01
BOR reports rhe following information required for the
proper management of Flight Operations funds;
(1) cumulative obligations,
(2) hcurs flown during -he month by applicable aircraft
type equipment code (TZCI
,
(3) cumulative flight hoars flown for the fiscal year to
date (FYTD) by applicable TEC, and
( U) gallons of fuel consumed during the report month.
Because of the BOR's importance in the financial management
control system for Flight Operations (OFC-01) funds, the
accuracy of the flight operations information on the 30R is
critical in supporting a successful Flying Hour Program
(F3P) . However, based on discussions with CNAP Staff
personnel, it appears that the infornation provided to CNO
does net totally meet the stated criterion of accuracy.
12

This pcses at least two important questions:
(1) What is the impetus for Squadron Commanders :o compare
squadron performance with the 3N0 budgeted cost per
hour ?
(2) What can be done to ensure correct fuel consumption
data?
This thesis takes a critical look at these two questions by




This thesis reviews the management control 3f Flight
Operations (OFC-01) funds at CNAP. The FY-82 CNAP budget
calls for the expenditure of S522 million for Flight
Operations support. Combined with the Aviation Fleet
Maintenance (AFM) budget of nearly 5200 million, direct
aircraft support costs account for approximately 66.8
percent of CNAP's annual bidget. This, effective management
of these funds is crucial to the proper allocation and
utilization of CNAP resources.
Although very much related, an analysis of the
management control of AFM funds is not within the scope of
this thesis. Since OFC-01 and AFM costs are combined to
produce direct aircraft sipport costs (e.g., total cost per
flying hcur) , there are many common problems in their
management control systems. For a r=view of the management
control system for AFM funis tie realer is invited to see
the NPS theses on the subject by Reily and Sheppard (1980)




Relating to the questions posei, the specific objectives
of -he thesis are:
(1) To develop, from the accounting and related
literature, a management control model;
(2) To describe the management coatrol system for Flight
Operations (OFC-01) funds used by the Staff, CNAP;
(3) Tc compare the control systen presently utilized at
CNAP to the model de/elcped from the accounting and
related literature; and
(U) To provide conclusions and recommendations based on
that comparison.
D. HETHODOLOGY
The thesis contains tie information necessary to develop
a complete description of the management control system for
Flight Operations (OFC-OH funds at the Headquarters, CNA?
and to develop a valid management coitrol model based on the
acrcurtir.a and related iiteratire. The information
collected and reviewed included currant Navy instructions
and directives pertaining to Flight Operations (DFC-01)
funds, management control literature, and previous studies
of Type Commander funds accounting aid managemeat,
particularly the theses on the management control of
Aviation Fleet Maintenance funis by Reily and Sheppari
(1980) and Bozin (1931). /isits to tie Headquarters, CNAP
and oral and written correspondence with CNO, ZXh?, and CNAL
Staff personnel were vital to the information collection
i
process and provided immeasurable assistance in reviewing




The thesis is divided into five chapters.
Chapter One provides iq introduction to the
organizational structure of ths aviation Type Commanders, a
brief explanation of the importance of valid flight
operations information, the scope to the thesis, the
objectives of ths thesis, and the methodology used in
writing the thesis.
Chapter Two attempts to develop an acceptable
management control model based in the accounting and related
management literature. Management control is defined, the
characteristics cf controL in organizations are discussed,
and the necessity for adequate management control in the
effective and efficient use of resources is demonstrated.
Chapter Three 'describes tha managsment control system
for Flight Operations (OFC-01) funis used by the Staff,
Commander, Naval Air Forces, United States Pacific Fleet
(CNAP) .
Chapter Four provides comparisons between the management
control sytem developed in the model and the management
control system for OFC-0 1 ased by ths Staff, CNAP.
Chapter Five presents conclusions drawn from the
comparisons made, the strengths and weaknesses of the CNA?
management control system for DFC-01 funds, and
recommendations to improve the management control of OFC-01




H. MANAGEMENT CONTRDL MODEL
A. INTRODUCTION
1 . General
The purpose of this chapter is -co develop a
management control model based in the accounting and related
literature. The model developed is Daly one representation
of a management control system. As Suske has pointed out:
re cased is weak. Any particular element or relationship
:culd be questioned and possibly diagrammed differently,
because there are competing explanations for what happens
(1982, p. 5).
The chapter consists of three parts. First,
management control is defined and its importance in
organizations is explained. Part two iiscusses the concept
of control and identifies various characteristics of
management control systems. Finally, management control in
organizations is discussed in detail. Specific items
covered include design of control systems, goals and
objectives, measurement devices, and performance monitoring
and appraisal.
2. Hsnag^ement Control
a. Management Control Defined
Management control as it is known today has its
roots in the scientific managenent movement of the late
nineteenth and early twentieth centuries (Houck, 1979). The
najcr emphasis ir. management control is on efficient and
effective use of resources. As Anthony and Herzlinger point
out ..." management control is the prooess by which management
assures that the organization carries cut its strategies
16

effectively and efficient!/" (1980, ?.3). It focuses or. the
planning and conduct of functional activities
and .. ."addresses itself to the pragmatic planning and
evaluation of functional operations with the specific
objective of establishing and maintaining efficient conduct
of interrelated activities of an organization
and . . .ef fectiven ess of resources based on clearly
established standards and guidelines" (Houck, 1979, p. 211).
b. The Need For Management Control
There are at least four key reasons for
management control in organizations.
First, in carrying out. its work, management must
mate choices or decisions. To contribute to good decision
making the information and control system must get the right
information, in an understi ndao le form and amount, to the
individual or individuals who need it (Lawler and Rhode,
1976) .
Second, coordinating and controlling the
activities of members of d r ganizat ioi s are difficult tasks.
Coordinating those activities inevitably leads to some type
of control (Lawler and Rhsde, 1976).
Third, management must hive reports for its own
use and it must generate reports for outside parties
(Anthony and Herzlinger, 1980).
Finally, management: must do what it can to
assure that resources are ised efficiently and effectively
(Anthony and Herzlinger, 1980).
17

3. CONCEPT OF CONTROL
1 • Definition of_ Control
Control has been variously defined as :
(1) the process by which management assures that resources
are acquired and utilized to accomplish organizational
goals (Anthony and Sarzlingar, 1980);
(2) the monitoring of plans and pinpointing of significant:
deviations from then (Bobulinski, 1981) ;
(3) the methods and procedures which ensure tha efficient
and effective use of all resources (input) in relation
tc mission performance (outputi
(NAVSO P-3006-1, 1975) ;
(U) the process of trying to achieve conformity between
goals and objectives (Copaland and Daschar, 1974) ; and
(5) The rules and repetitive porcedares that provide for
data accumulation and communication aimed at
facilitating decision making (florngren, 1977).
Tha common element in thesa and otaac definitions of control
is a decision making process that supports the efficient and
effective use of resources.
2« Control System Char actarist ics
a review of the literature indicates that to
sucsessfuliy implement a given coursa of action and to
effectively use the resulting feedback, a management control
system must have at least four important characteristics.
First, any control system has at least five
essential elements:
(1) an information systea that records the proaress of an
activity,




(3) a formal reporting document far generating "feedback"
to the organization unit,
(U\ a planned or predetermined activity measure against
which actual achievement measures :m be compared, and
(5) a cecision making caoabiiity that exists within the
organization unit to take action that will
achievement
1979, p. 3).
• h mu.<.a. i—iu i x i- V.U _ i\.s ^i ju ua n bring the
level in line with the planned level (Houck,
Second, a formal management control system is a
total system in the sense that it embraces all aspects of
the organization's operation (Anthony and Herzlinger, 1980).
As Amey points out,
A system. .. behaves as a whole, the changes in every
element are dependent on all the ot hers. . . . You cannot sumjo the behavior of the whole from tae isolated parts.. .you
have to take into account the relations between the
various subordinated systems and the systems which are
super-crdinated to them in order to understand the
behavior of the parts (1979, p. 63) .
Third, control systems help provide goal congruence
and incentive through the use of technical tools (e.g.,
budgets, standards, formal measures of performance) that
provide information and feedback (Horngren, 1977) . Lawier
and Rhode would call this "influencing behavior"; a crucial
aspect cf any control system (1976, ?.6).
Finally, management control systems are built around
a financial structure; that is, resources are expressed in
monetary units (Anthony and Herzlinger, 1980). Anthony and
Herzlinger write:
.Icnev is the onlv common denominator by means of which the
heterogenous elements of resources can be combined and
compared. .. .Th e accounting system provides a unifying core
to which other types of information can be related (1980,
?.18).
From the four control system characteristics, it can
be seen that management control systems are concerned with
the organization as a whole. The focus of the management
control system is on using some abstract form of reality
such as financial information as a common denominator in
establishing goals, monitoring performance, measuring
performance, rewarding satisfactory performance, and
revising the initial goals and plans.
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C. HANAG2MENT CONTROL IN D RG ANIZAIIDNS
1 . General
Management control in organizations is an
organization-wide effort. Euske states:
Management control deals with a United number of
variables that tend to b = internal to the organization.
Mso, the variables are related to a relatively
rfeil-defined set of predictable problems or
ary involvsmant in management.
>y are
performance is measured by the
management control system. The line managers are also the
individuals who must influence the other line managers in
light cf the data drawn from the management control
s ysxem.
?iven the focus of managsment control and the variables in
it, the data rcr managenent control:
(1) tends to be in monetary terms,
(2) tends to be internally oriented and historical,
(3) results from clsacly defined sets of problems, and
(4) tends to be rhythmic in naturs. (1982, pp. 6-3).
A large part of tie organization-wide effort in
controlling an organization ..." depenis on knowing how to
manage human resources effectively - in selecting staff, in
dealing with human error, in introducing organization
changes, in motivating people to better efforts, and in
training and guiding people" (Mockler, 1972, p. 9). In order
to manage those human resources effectively, the
organizational structure and control system must fit the
needs of its employees (Sioson, 19751. If the structure and
control system are at odds with the needs of its employees,
employees may behave in ways that look good in terms of the
control system measures bit that are dysfunctional as far as
the generally agreed upon goals of tie organization (Lawler
anl Rhode, 1976) . Thus, when one lo^ks at the different
aspects of management control in organizations, human
resources must be considered a vital element in the
environment surrounding tha control system.

This section of the thssis looks at four aspects of
control in organizations:
(1) -he design of control, systems,
(2) goals and objectives,
(3) measurement devices, and
(U) performance monitoring.
2. Design of Control 5 vs terns
While the need foe gooi management control systems
is documented in much of the accounting and management
literature (e.g., Anthony and Herzliager, 1980; Lawler and
Rhode, 1976) poor decision making and improper utilization
of resources is widespread in both the private and public
sectors (Staats, 1981). This is due, in large measure, not
to the lack of control sysoems but rather to poorly designed
or poorly implemented control systems. Messal writes,
rhe means of control include, but are not limited to form
of organization, policies, systems, procedures,
instructions, standards, committees, charts of accounts,
forecasts, budgets, schedules, reports, checklists,
devices, and internal auditing- It becomes apparent then
that the design and implementation of controls will have a
oro found effect on the Derformance of an organization
(1981, p. 28).
Eecause cf its impact on organization performance,
control system design must be a carefully planned and
executed process. In the model developed in this thesis,
the design cf management control systems is accomplished in
three phases:
(1) management must view the organization as a system,
(2) the control system must oe designed with the
characteristics of the organization and its
environment in mind, and




a. The Organization as a System
In its simplest form, an organization can be
viswed ir. what Ivancevich, Sziiagyi, and Wallace term the
socio-technical systems model. Shown in Figure 2-1, the
model is an input-transfor nation-output system. The system
involves a number of activities, namely receiving inputs,
transforming inputs, controlling, coordinating, and
maintaining the transformation activities, and generating
-> INPUT
"T





CONTROL T TMAINTENANCE | COORDINATION
FEEDBACK (EXTERNAL)
Figure 2.1 A SOCIO-TECHNICAL SYSTEMS MODEL.
out outs
b. Characteristics of the Organization
Although numerous dimensions of organizations
exist, the organizational characteristics to be discussed in
the thesis model are: (1) the degree of decentralization,
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(2) budgetary control, (3) spaa of control, (4) flow of
spending authority, and (5» the internal review function.
Each of the characteristics is integral to organizations and
organizational structures and is supported in the accounting
and managerial literature.
(1) Decree of Decentralization. The first
major organizational characteristic to be discussed is the
degree of decentralization within th = organization. The
tendency toward decentralized operations is... "one of the
most striking characteristics of business operations and
organizations during the past 15 years" (Moore and Jaedicke,
1972, p. 542). Decentralization is a tendency which
coincides with the rapid growth of business combinations and
mergers and has two specific advantages. It provides a
systematic means of delegating a portion of the
deo isicr.-making responsibility to operating people below top
management and motivates managers in charge of certain
organization activities by bringing them more closely in
touch with the organization's oojectives (Moore and
Jaedicke, 1972). 3y decentralization, top management in
both the private and public seotors acknowledges its
inability tc handle the nuiber of decisions which must be
made in the organization. Copeland ind Dascher write,
Routine decisions in Larae organizations are too numerous
for tcD management to administer. 3oth the managerial
hierarchy ana the number of resouroes that must be
controlled mushroom in size. Top managers in centralized
oraanizations lose the ability to respond quickly if they
are inn undated with proolems requiring decisions.
Decentralization alleviates this oroblem by forcing the
information flew and data collection procedures to adjust
to the needs of the new organizational structure (1974,
p. 408)
.
As the organization grows the management
of the centralized organization quietly becomes "overloaded"
with the decision making process. At the same time, the
decision process in the d=centraiizel operation is pushed
further and further down the hierarchy.
23

The primary means of assuring top
management control in the I ecen tralizad organization is
through responsi tility-ceat er mar.agsnent (Copeland and
Dascher, 197U). Responsibi lity-cent=r management stresses
accountability for managerial actions. According to Moore
and Jaedicke, the management of sach division has some
authority for making decisions and thus becomes responsible
for a segment of the organizations performance. They add
that "even though the actua 1 delegation of decisions may
differ from organization to organization, the spirit of
decentralization is to divide an organization into
relatively self-contained livisicns and allow these
divisions to operate in an autonomous fashion" (1972).
Ideally, division performance results are recorded and
automatically traced to the individual at the lowest level
of -he organization who shouldsrs primary day-to-day
responsibility for the action (Horngren, 1977). In the
responsibility-center concept the manager, is not subject to
day-to-day monitoring of ais decisions. However, "...he is
accountable for the results through responsibility
accounting - the mechanism that suppLies the desired balance
to the greater freedom of action that top management is
giver." (Horngren, 1977, p. 1 57) .
(2) gudget ar^/ Control. While the degree of
decentralization may differ from one organization to
another, budgetary control is one of the principle steps in
the management control process in all organizations (Anthony
ani Herzlinger, 1980) . As reported La Livingstone, Lowe and
Shaw state that:
The annual budgeting procedure is orobably the most
important single decision and control routine of a firm
from both the organzat ion al and economic manaaement
viewpoints. From the organizational viewpoint the annual
forecast of expected costs and revenues is a means through
rfaich management is able to agrea on a planned allocation
of resources.... From tie economic viewpoint, the
short-term budget is usually an important determinant of a
number of economic decisions. Ihs outcome measured ... will
normally present either the problsns of an insufficiency
or of an overabundance (1975, p. 2).
2'i

Ihe emphasis on ths budgeting process and
budgeting control in controlling an organization is further
supported by Mathur (1979) and Moore and Jaedicke (1972).
Moore and Jaedicke offer the following description:
determine the causes for variation. Corrective steps are
taken.. Perhaps. t ighter control ma/ be exercised over
operations, or if conditions have changed, this should be
recognized m a revision of tha original plan (1972,
? . 578) .
Hathur's representation of this modal is shown in Figure
2-2.
As a major feature of the management
control process, budgetary control halps assure lanagement
that the organization is operating tie way they want and
that resources are being nanagad affectively. Additionally,
it enhances management control by providing a means of
coordinating activities, by giving management a means for
self evaluation, and by making it possible to measure
progress (Moore and Jaedicke, 1972).
(3) SDan of Control. Span of control refers
to -he number of subordinates or activities which a manager
or supervisor can effectively manage. In the highly
centralized organization, management may directly control
from as few as three or four employees to as many as a
hundred. In the decentralized organization,
responsibility-center management breaks an organization into
many working units - each designed with its own appropriate
span of control. What constitutes ii appropriate span of
control is dependant on several factors. Included among
tham are:
"how much orofessional work or administrative work the
manager must personally serform; tie degree to which the
supervisor must get involved in work in order to manage
affectively; the diversity of positions that are
supervised; the number of relationships, other than
supervisor-subordinate r e lationshio s which the supervisor



















(Mathur, 1979, p. 71)
Figure 2.2 BODSEUNG CONTROL FEEDBACK BODEL.
(*0 Flow of SDeniinj iithoritj.- The flow of
spending authority should give ths immediate superior
organization the 'power of the purse' over its subordinate
organizations. If the ianediate superior organization or
ccumand is to maintain effective control over its
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subordinates, spending authority should follow the
operational chain of coamaad. As Anthony writes, "spending
should be authorized from higher levels to lower levels
according to the formal organizational hierarchy.
Difficulties arise when funds irs received fron sources
other than higher authority in the organizational hierarchy"
(Anthony and Herzlinger, 1980, p. 438).
(5) 3LS£§ES^i Review. The final organizational
characteristic which must be considered is the internal
review or internal audit function. Internal auditing or
review, as defined by Sawyer is:
an independent appraisal of the diverse operations and
controls within an organization to determine whether
acceptable policies and procedures are followed,
established standards are met, resources are used
efficiently and economically, and the organization's
objectives are being acaieved (1931, p. 6).
The management control system in large organizations should
have an internal audit staff to ensure that the control
system is effective (Anthony and Herzlinger, 1980) . The
primary purpose of the internal audi* staff is to assist
management in evaluating the function of systems and
controls (Pomeranz, 1975). Pomeranz guotes the Comptroller
General of the United States:
In important source of information is the internal audit
organization which conducts independent examination and
makes reports en its findings and appraisals of operations
aid performance. The internal audit function uniquely
supplements routine management checks through its
independent approach and methods of review. This function
is one of the essential tools of management, complementing
all other elements of management control (1975, p. 88).
c. Constraints on the Control System
The third and final phass in designing a
management control system is to review the constraints on
ths desired control systen. Two of the major constraints on
an/ control system are: (1) its abiLity to collect valid




C) Data Validity. Collecting valid data is a
major problem in control systems. Lawlsr and Rhode writs:
There. are data that suggests employees will consciouslyteed invalid data into management information systems{e.g., Argyris, 1971- Munford and Banks, 1967: Pettigrew,
1970, 1972, 1973). One reason for such falsification
seems to be to cover up srrors or poor performance.\nother reason is becauss control systems sometimes demand
lata that simply are not and cannot be collected. Faced
with this situation an employes nay ohoose to estimate the
data rather than admit that it does not exist (1976,
p. 91).
Whether or not lower level managers submit
valid control reports depends on top management emphasis on
those reports. Lack of attention to reported information by
top management will result in hastily accumulated and
unvaiidated information from subordinate managers. This
invalid data does little to support effective decision
making. The information ind control system must provide
valid data about what has been done and what can be done.
The only way to provide that data is to design the system
with the characteristics of the organization and its
environment in mind (Lawlsr and Rhode, 1976).
(2) Degree of Control. While organizations
with either too few control, s cr with too many controls make
poor decisions and ineffioient and ineffective use of
resources, the methods of operating for the two types of
organizations are entirely different. The organization with
too few controls provides little guidance to its employees,
reoieves little information upon whioh to base decisions,
and is not kept aware of what is going on in the
organization. Sawyer states:
Inadequate controls present iazards. People do things
rfrcng - either carelessly or intent lonally - if their work
is net monitored or if systems are ineptly designed.
Everybody needs a reviewer - either a human reviewer or a
system which shouts "TILT" when something is done
improperly (1981, p. 91).
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On the other hand, top management, in an
organization may have total, absolute control. This
absolute control is very rastrictive of subordinate
authority, generates many, of tan timas duplicative, control
reports, and generates a feeling that the main purpose of
management is to control rather than attain tha objectives
of the organization (Thorn, 1930).
Managamant must ieoide which controls are
vital to the decision making process. The system should be
designed around controls that ensure tha accumulation and
usa of the needed information but should avoid a control
system which "controls for the saka of control" (Sawyer,
198 1) .
3- Goals and Object iv as
a. General
Goals and ODjaotivas indicate what management
intends for the organization to accomplish (Drucker, 1968).
Goals and objectives serva as tha basis for decision making
in the planning, execution, and control stages cf the
organization's operations (Anthony aid Herzlinger, 1980). A
statement of goals and objectives has two purposes.
First, a statement of goals communicates top management's
iecisicns about the aims and relativa priorities of the
organization and provides aenera! guidance as to the
strategy that the" organization is axpected to follow.
Sacond, a statement of oDjectives orovides specific
performance measures by wnich outputs can be related to
objectives (Anthony and Herzlinger, 1980, p. 230).
b. Goa Is
Goals are stataments of planned or desired
results. Normally very broad based and not easily
quantifiable, they cannot be used iiractly as a basis for a
measurement system (Anthony and Herzlinger, 1933). However,
a management control systam should ba designed with clear,
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well defined goals. Well defined goals direct performance,
reduce uncertainty, and serve as an instrument of
conmunications "...and they do so whether goals are
introduced directly or participative! y" (Strauss and Sayles,
1980). At the same time, the control system should
encourage what the accounting and related literature call
goal congruence. "That is, does the system provide a global
emphasis so that ail major goals and their
interrelationships are considered as carefully as possible
when management acts?" (Hocngren, 1977, p. 151). Expressed
another way, the system should be structured so that the
personal goals of people in ths organization are, so far as
feasible, consistent with i he goals of the organization as a
whole (Anthony and Herzlinger, 1983).
Goals may also be expressed as constraints.
Anthony and Herzlinger wri.e:
The operational goals of an o rganiz at ion are seldom
revealed bv formal mandate. Rathe;:, each organization's
operational goals emerge as a set of constraints defining
acceptable Der for mance .... Typically , the constraints are
formulated as imperatives to avoid roughly specified
discomforts and disasters.
For example, the benavior of each of the Silitarv
services seems no be characterized by effective
imperatives -co avoid: (1) a decrease in dollars budgeted,
(2) a decrease in personnel, (3) a decrease in the number
of kev specialists. (4) reduction in the percentage of the
militarv budget allocated to that service, (5)
encroachment of other services on that services' roles and
aissions, and (6) inferiority to an enemy weapon of any
class (Anthony and Herziinger, 1983, p. 228).
From a behavioral point of view, the manager
whose performance is being measured should be involved in
setting goals. This not only promotis goal congruence but
also reduces dysfunctional behavior because it reduces the
chance that too difficult, poorly understood standards will





Whatever the goals of the organization, the
organizational objectives must be consistent with them.
Objectives are specific results stars! in measurable terms.
Anthony and Herzlinger write, "Since Measurement is always
quantitative, if an objective is not stated in guantitative
terms, performance toward achieving the objective cannot be
measured, although it can be judged, evaluated, appraised,
or weighed" (1980, p. 230). It is this nteasurabLe nature of
objectives that makes the accounting system the dominant
means for setting goals and influencing management behavior
in most organizations (Horngren, 1977). This is particulary
tue in the responsibility-center management concept. For
example,
In responsibility accounting the manager budgets the costs
that he controls and thus has a valuaole tool for
evaluating his own oeirf or manoe. lop management is
becoming aware of the importance of human behavior in an
organization and budget policy is being formulated so that
individuals will be motivate! to cooperate in achieving
organization objectives (Moore and Jaedicke, 1972, p. 581).
4. Measurement Devicef
a. A Critical Link
Measurement devices, the third aspect of control
in organizations, is inslaled in the model because a
critical link in any control system is how inclusively it
measures the behaviors that are performed by a jcb holder
(Lawler and Rhode, 1976). Without complete, inclusive
control measures, iecision quality and data utilization may
not be acceptable.
Two measurement devices oooimonly identified with
control systems are accounting systems and budgetary systems
(Horrgren, 1977; Mathur, 1979).
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They provide inform at ion that is used for three purposes:
(1) as a basis for coordinating and controlling the
current activities of tie organization,
(2) as a basis of evaluating operating performance, and
(3) as a basis for program evaluation
(Anthony and Herzlinger, 1980, p. 17).
b. Characteristics of Measurement Devices
In selecting measuring devices, including
accounting and budgetary systens, se/eral characteristics of
measuring devices should ba considered.
First, they should be applied to some stated
standards of performance.
Second, because the quantity dimension of output
is usually much easier to measure than the quality
dimension, care must be taken to prevent a detrimental
emphasis on quantity (Anthony and Herzlinger, 1980).
Third, Anthony and Herzlinger list eight
criterion for all measuring devices. They are:
(1) Some measure of outputs is usuiliy better than none.
(2) If feasible, relate output measures to measures
available from outside sources.
(3) Use measures that can be reported in a timely manner.
(4) Develop different mea suras for different purposes.
(5) Focus on important measures.
(6) Don't report more iiformation than is likely to be
used.
(7) If feasible, tie output measures to expense measures.
(8) Don't crive more credence to surrogates than is
warranted {1980, p. 242).
Finally, measures tend to become an end in
themselves. when measures become taa end product they
result in rigid bureaucratic behavior, and eliminate the
distinction between measures and standards (Thorn, 1980).
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5- Perforata ncs Monitor ing and Aopraisal
a. General
The final aspect of control in organizations to
be discussed is performance monitoring and appraisal.
Monitoring performance provides information on the status of
organizational activities. Performance appraisal is
managements way to:
(1) provide feedback to each manager on his or her
performance,
(2) serve as a basis foe modifying or changing behavior to
meet organizational goals, and
{3) provide a basis which top management mav use to assignincentives or rewards (I/ancevich, 1977, p. 293)
.
Performance monitoring aid appraisal should
motivate subordinates to work for orgnizational goals and
objectives. To achieve the desired motivation, performance
appraisals must point oat :o subordinates how near or how
far away from established standards they are, and provide
information necessary for any corrective action.
Successful performance monitoring requires an
effective information system, the selection of in
appropriate evaluation iniex, and the establishment of a
standard against which to measure the actual performance
(Anthony and Herzlinger, 19 80; 'lockier, 1972).
b. Information Systems
A key element in monitoring performance is an
infer ma tic n system that:
(1) provides information to the ieoision maker,
(2) provides data rapidly and at ai appropriate timeinterval,
(3) avoids information overload, and




Such a system should be comprised of three main
types of information - financial, routine, and a variety of
ncn-routine, unsystematic information (Anthony and
Herzlinger, 1930). First, financial information should be
identified with responsibility centers and should
differentiate among information on what has happened
(historical), what will happen in the future (forecasts) and
estimates of what should happen (budgets) (Anthony and
Herzlinger, 1980, p. 10).
Second, routins management control reports are
usually submitted monthly (Anthony and Herzlinger, 1980).
Routine, recurring control reports should be submitted as
soon after the end of the reporting period as possible,
i.2., within two working days, and in the prescribed format.
If the data is net availaole for complete reports, then
aboreviated or estimated data reports should be submitted.
"The recurring reports should be carefully designed so that
-hey show all the information that is needed, but no more,
and the report format sho.il d be easily understood and not
formidable" (Anthony and herzlinger, 1980, p. 476).
Third, non-routine, unsystematic information
comes frcm such sources as trade publications, newspapers,
conversations within the organization, message traffic,
notes and notices, and personal observations and "is
essential tc an understanding of what has happened and often
more important than that contained in routine reports"
(Anthony and Herzlinger, 1980, p.475i.
c. Evaluation Index
The selection of an evaluation index is
difficult because an index may be used as an aid in decision
making as well as in evaluating performance (e.g., number of
hours flown, obligation rates, reenlistment rates) and an
index that is satisfactory for one may not be suited for the
34

other (Mcore and Jaedicke, 1972). Iniex selection is also
difficult because it is sonetimes hard to measure
effectiveness in monetary terms. For example, it is
difficult to equate maximim aircraft and pilot effectiveness
with cost per flying hoar. Aircraft and pilot effectiveness
are more a function of the type of missions flown and the
number cf of hours flown than they are the cost per flying
hoar. Efficiency, on the other hand, can be directly
related -co costs. As the ratio of oatputs tc inputs, it is
relatively simple to compite the cost per flying hour for a
given sguadron. But cost, as an index has its limitations.
Anthony and Herzlinger point cut that:
Cost. ..is never a perfect measure for at least two
reasons:
(1) recorded costs are not. a precisely accurate measure
of resources consumed; and
(21 the standards being measured against are, at best,
only approximate measires of what resource consumption
ideally * shou Id have been in the circumstances prevailing
(1980, p. 5) .
d. Standard of Performance
Once the type of index has been selected, a
standard of performance against which, to measure actual
performance must be chosen. It is often a budgeted cost,
budgeted profit, or rate cf return ani is based upon
organizational objectives and budgets or upon past
performance (Moore and Jaedicke, 1972). For example, in
monitoring the performance cf the Navy Flying Hcur Program,
the evaluation index is cost per flying hour. A cost per
flying hour for each type/model/series (TMS) aircraft in the
Navy inventory is establisaed by the Chief of Naval
Operations (CN3) and is disseminate! to Naval aviation
operating units as a budgeted cost per hour for each TMS
aircraft. Actual cost per hour is tien compared against the
budgeted cost per hour. 3y using such established standards
(e.g., cost per hour), it becomes possible to monitor and
appraise the performance of subordinate managers.
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e. Incentives and Rewards
Performance monitoring and its subsequent
appraisal are used by top management for assigning
incentives and rewards. The results of experimentation
indicate that when rewards were granted on the basis of
performance, the subjects' performance and satisfaction was
significantly higher than that of unrewarded subjects
(Ivancevich, 1977). Sibson points out:
Studies of incentive (reward) plans covering top
management and Drofeseional employees show changes in
behavior and increases in eff ectivsness on the order of 10
per cent .... 3ut perhaps the most persuasive evidence of the
usefulness of incentive plans in increasing productivity
are the views cf management people in companies that have
such dans. Practically all believe that incentives make
a positive contribution toward more affective work (1976,
p. 185) .
Thus, performance monitoring aid appraisal tie together
employee performance, employee satisfaction, and
organizational goals.
D. SOHMARY
The chapter defined and discussed management control,
reviewed the concepts of control, identified various
characteristics of management control systems, and concluded
with a detailed description of management control in
organizations. Specific points made in the model included:
(1) defining control
(2) identifying four characteristics of management control
systems
,
(3) discussing four aspects of control in organizations,
(4) emphasizing the importance of a statement of goals and
objectives, clear, well defined goals, and goal
congruence
,
(5) identifying accounting systems and budgetary systems
as two commonly used measurement devices and outlining
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five characteristics of measuring devices,
(6) describing three main types of information which
should be included in information systems,
(7) explaining the need for a suitable evaluation index
and performance standard, ani
(8) discussing the relationship between performance
monitoring and appraisal ani incentives and rewards.
The next chapter describes the management control of
Flight Operations funds at the Headquarters, Commander,
Naval Air Forces, Pacific Fleet. rh= chapter explains the
Type Commander's management concepts, the flow of Flight
Operations funds and the specific management codIs used in
controlling Flight Operations funds.
37

III. MANAGEMENT CONTROL OP FLI3HT OPERATIONS (OFC
=01) FUNDS
A- INTRODUCTION
Chapter Three describes the control of Flight Operations
(OFC-01) funds by the Staff, Commander , Naval Air Forces,
U.S. Pacific Fleet (CNAP) . The chapter defines Flight
Operations (OFC-01) funds, describes the financial
responsibility of CNAP, and presents the flow of funds from
CHiP to its operating squadrons. Dpsrating Targets
(OPTARs)
, the Budget OPTAR Report (BOR) , Flying Hour Program
(FHF) , and the Flying Hour Cost Report (FHCR) are all
discussed. Finally, the ohapter reviews CNAP Staff
management.
B. FINANCIAL RESPONSIBILITY
Commander, Naval Air Forces, Pacific (CNAP) receives
fund limitations under ths appropriation, Operation and
Maintenance, Navy from Commander- in- Chief, U.S. Pacific
Plset (CINCPACFLT) . Along with the fund limitations,
CINCPACFLT provides guidelines regarding the responsibility
cf the Type Commander in the management of his funds. As a
Type Commander, CNAP must insure that:
(1) financial transactions are not incurred ia excess of
rune availability,
(2) funds be used only for the purpose for which they are
a ppropriated,
(3) unliquidated obligations be periodically reviewed to
ensure that only valid transactions remain on financial
records and reports,
(U) a command line of C3i municatioa is maintained relative
to financial requirements, so that shortfalls and excesses
are properly addressed co permit maximum effective and
efficient use of availaDie' funds, and
(5) an effective internal review program be implemented to
aid the fund admin istrat o rs in assessing the fidelity with
which orescribed procedures are being followed for the
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accounting and expenditures of appropr -1' ated funds.(CINCPACF1T INSTRUCTION 7042.42, 13 APRIL 1979', p. 2)
The financial responsibility of the Type Commander is
expanded by NAVSO P-3013-2 to include the financial
management of ail ships, sguadror.s, and other units under
his command (1974, p. 4-9) . Explaining how CNAP carries out
these financial aanagemsnt responsibilities in managing
that portion of the Operations and Maintenance, Navy (OSM,N)
appropriation allocated foe Flight Operations (DFC-01) funds
is the purpose of this chapter.
C. DEFINITION
Flight Operations (0F3- 01) funis are those funds, and
costs, associated with the operation of aircraft. OFC-01
funds are provided to support petroleum, oil and lubricants
(PDL) and other flight operations requirements. OPNAVINST
7310. ID specifically aefiaes fuel costs, oil and lubricants
costs, and other flight operations costs.
"Fuel Costs" is the cost of fuel (iidss adjusted
obligations) used by the Type/Model/Series (TMS) aircraft
reported during the reoort month, as contained in the
official accounting records.
"Oil and Lubricants Costs" is the tost of the oil and
lubricants (arcss adjusted obligations) used by the TMS
aircraft reocrted during the report nonth, as contained in
the official accounting records.
"Other Flight Operations Costs" is the cost of personal
flight supoort items (see Appendix 3) used by the TMS
aircraft oeing reDorted luring the report month, as
contained in the official accounting records. (1980, p. 4)
D. ADMINISTRATION OF OFC-0 1 FUNDS
The Staff position with primary responsibility for
managing OFC-01 funds is tasked to "lonitor flight
operations" and "closely administer funds in support of the
Flying Hour Program (FHP) insuring distribution of funds for
a balanced program" (COMNA7 AIR? ACSIAFFINST 5440. 2E, 1982,
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p. 2-3-15). The monitoring aspect of DFC-01 funis
administration is supports! by top lsvel Navy management.
Chief of Naval Operations (CNOi guidance relating to flight
hour cosxs calls for the "reporting of flight hour ccsts and
related flying hours to parmit monitoring of funds related
to the Flying Hour Program, to allow for the development of
flying hour cost factors, to insure aniformity of data
reported and to insure conformance to Comptroller of the
Navy financial reporting rsguirements" (OPNAVINSI, 7310. 1D,
1930, p.1).
E. FLOW OF OFC-01 FONDS
The budgetary process of the U.S. Government supports
derision making and provides for effective financial
control, and accountability for the use of Federal resources
(?3C Text, 1931) . The process consists of a cycle of four
overlapping Dhases: formulation, congressional action,
execution and review. An overview of this entire cycle is
provided in Appendix A. Tie present discussion is limited
to that part of the execution phase of the budget process
encompassing the flow of finds fron 3YAP to its operating
for ces.
The Comptroller of the Navy (NAVCDMPT) is the
Responsible Office for botn S23NAV and CNO for 35M,N funds
appropriated to the Navy. All Navy funds, except Research,
Development, Test and Evaluation (RDTSE) and Marine Corps
funds, flow through the office of the CNO. NAVCDMPT (OP 92)
allocates 0&M,N funds to aajor claimants, i.e., CINCPACFLT.
CINCPACFLT reallocates O&a, N funds to the sub-claimant
level, i.e., CNAP. CNAP issues Operating Budgets (OB's) to
certain field activities, and to thenselves. From the OB
issued fcr their own use, CNAP issues Operating Targets




F. THE MEASURING DEVICE
1 . General
As stated in Chapter I, CNAP's FY 82 budget calls
for the expenditure of $522 million in OFC-01 funds.
Adequate control of these funds is crucial if CNAP is to
accomplish its stated mission. The oontrol device used by
CNAP is a budget comprised of two separate, but very
related, parts - dollars and flying aours. Inputs for the
budget dc not originate at the squadron, level. Several
coamands above the squadron level are involved 'in budget
submissions and in determining annual planning figures
(A?Fs). However, squadrons are not normally required to
suomit inputs for CNAP budget submissions and are not
assigned APFs. Flying hour determinations do not take place
below CNAP. CNAP makes a flight hour budget submission to
CISCPACFLT which validates the flight hours and costs per
hour allocated on the CNO DP-23 (COW A V AIRPACINST 7303. 1 1E,
1976). Utilization of bota dollars md flying hours is
measured through the management of OPIAEs.
2- £p_e_rati,na laraet (OPTAR)
NA7S0 P-3013-2 defines OPTAR as "an estimate of the
amount cf money which will be required by an operating ship,
staff, squadron, or ether ir.it to perform the tasks and
functions assigned" (1974, p. 4-9). lie emphasis on the
estimate aspect of the OPTAR is important. OPTARs are not
subject to the provisions of Section 3679, R.S., and the
establishment of an OPTAR must be doie in a manner that
precludes the creation of, and the assignment of an OB.
However, NA7SO P-3013-2 doss assign specific responsibility
in the management of OPTARs.
Each aviation squadron t or command issued an OPTAR is
responsible for the efficient and effective use thereof,
including accurate and timely accounting and reDortina
( 1974, p. 4-13) .
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the Type Commanders 1 3B (1974, p. 4-23).
CNAP provides detailed guidance for ths Management
of OPTARs in COM NAV AIRPAC INSTRUCTION 7303. 11E:
At the beginning of each fiscal year, a first quarter
OPTAR will be established for each or the operating units
under the administrative command of CNAP. receipt of an
OPTAR is considered autho rization to place obligations
against CNAP funds up to the amount of the OPTAR grant.
Following The initial OPTAR grant in the first quarter
of the fiscal year, the Dptar will be increased by
quarterly grants at the beginning of the second, *hird,
and fourth quarters. An/ OPTAR Dalance remaining at the
end of the first, second, and third quarters will be
automatically carried forward to the following quarter.
Any OFTAR balance remaining at the end of the fourth
quarter will automatically revert to CNAP. (1976, p.II-1)
3 • Cbligat ions
OFC-01 OPTARs are reduced by placing unfilled orders
for desired material. The nature of the charge is
identified by thp Fund Code (7B , 7F, 9 J) cited on the
reguisition document. In order to distribute charges among
various aircraft Type/Model/Series (IIS) , the Type Equipment
Code (TEC) for the applicaole aircraft TMS is cited on ail
OFC-0 1 requisitions. Three times per month, on the 10th,
20th, and last day of the nonth, the obligations recorded in
ths B equisition/CPI AR Log are totalled and verified and
copies cf sash unfilled order are forwared to the Fleet
Accounting and Disbursing Center, Pacific (FAADCPAC)
(CDMNAVAIRPACINST 7303.115, 1976).
Obligations and obligation rates are monitored both
by CNAP and the Functional Wing Commanders. The Functional
Wing Commander visits ail non-deployed units at least
semi-annually in order to review all obligations for




4. Eudget OPTAR Report (BDR)
On a monthly basis, the Budget Optar Report (BOR) is
transmitted :o FAADCPAC, with 3NAP aiu" the appropriate
Functional Wing Commander as information addressees. The
report, Figure 3-1, is iua on or before 2400 on the second
calendar day of the month. It is tha BOR that is the
primary financial management device used at CNAP (Reily,
1992). Each OPTAR Functional Category (e.g., 0F3-01,
OFC-50) is reported on a saperate 303. Each BOR reports:
(1) obligations by fund oode,
(2) the value cf each tan day transmittal,
(3) the total OPTAR granted for tha year, and
(U) any additional information required by the Type
Commander (e.g., Flight Dperations and Aviation Fleet
Maintenance information).
CNA? Staff personnal (Oode 019111.3) review each of
tha 144 BORs received by 3^AP for accuracy. Discrepancies
ars reconciled with the reporting squadron and corrected
figures are entered in memorandum aorounting records. CHAP
uses the reported figures to:
(1) evaluate its financial situation,
(2) to support subseqje:it fiscal ys-ar budget submissions,
(3) to measure squadron budget performance, and
(4) to prepare several aa nag= ment control reports,
including the Flying Hour Cost Report and other








CNAP PASS TO 019
FLT OPS BUDGET OPTAR REPORT
1.
2. BLOCKS
21 22 23 24 25 26 27 28
7B 604861.53 .00 504361.50 AAFF 32 1099 2307
7B 8242.75 .00 3242.75 ATCD 4 195 393
7F 13058.99 667.74 13736.73 AAFF 19981 474203
7F 208.99 5.26 203.73 MZD 9945
9J 1108.76 26.91 1135.67 AAFF
9J 80.27 3.68 83.95 MCD
TL 627591.26 693.07 523284.33 36 1294 3200
29 007/2 033/2 009/2




34 BECAP OF MONTHLY FUEL CONSUMPTION
A. 3. C. D.
J?4 1099 19981
JP5 25535 2091 474203
A7GAS 135 9 945
TOTAL 26684 2196 504129
35 NA
36 1CDR R.N. 3URTON 373-3255




1 • The Navv Fiving, Hoa r ££22£iS
The Navy Flying Hoar Program (FHP) is the program
utilized by the Navy to plan, program, and budget its
aviation forces. Discussei in dstaiL in Appendix C, it
includes ail requirements, budgetai iours, associated costs,
fuel usage and readiness nilestones for Naval Aviation
forcas. The FHP consists of two mail parts - flying hours
and cost per flying hour.
2 • Eiliaa Hours
Flying hours ara allocated by CNO (OP 51C) for each
Type/Model/Series (TMS) aircraft. The number of hoars is
basad on force projections for tha cDming fiscal year, on a
review cf the number cf hoars flown iuring the past three
fiscal years, and on predicted requirements for the upcoming
year (Kiley, 198 2) .
Flight hours ara allocated to squadrons, carriers,
and naval air stations as quarterly planning figures which
may be exceeded if OPTAR fands are sufficient to support
additional hours. The hoars are allocated for a specific
quarter ani may not be carried forward to the next quarter
(CDMNAVAIRPACINST 7303-11E, 1976).
The flight hours allocated ar= based on the hour
milestones for each type of aircraft as datermi.iad by the
Fleet Commander to be necassary to naintain stated readiness
objectives. To provide guidelines for the squadron
coamander for the execution of his training program, each
Fleet Commander publishes a CN3 approved training and
readiness manual. The manual identifies those evolutions
deemed essential to attain and maintain the desired
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readiness level. These milestones ar9 equated to a number
of flying hours required Cor their completion.
The flying hours that 3NAP must monitor are divided
into three categories:
a. TACTICAL AIR/ANTI-SUBMARINE WARFARE, operational
combat units;
b. FLEET READINESS SQUADRONS, units which provide
transition and refresher training; and
c. FLEET TACTICAL SUPPORT, units which support fleet air,
sea and shore based missions.
a. Tactical Air and An ti-Sabmarine Warfare
(TAC AIR/ASW)
TACAIR/ASW flying hour requirements are based on
three factors:
( 1) force levels ( UE)
(2) the flight crew maming factor required to carry out
assigned missions (3rew Seat Ratio - CSR) , and
(3) tne hours require! to maintain the averaqe flight crew
qualified and current to perform its assigned mission
(Primary Mission Readiness - P:1R).
A oombinatior of these factors provides the annual Flight
Hour requirement for each TACAIR/A3W squadron. The general
equation is:
UE X CSR = NUM3ER OF CREWS
DUMBER OF CREWS X PMR X 12 = ANNUAL FLIGHT HOUR REQUIREMENT
US

b. Fleet Readiness Squadrons (FRS)
Fleet Readiness Squadron (FRS) requirements are
determined by the number of students to be trained.
Students are proqrammed in one of five different cateqories r
each of which requires a prescribed aunber of training
hours
.
c. Fleet Tactical Support (FTS)
Fleet Tactical Support (FTS) hours are a
function of the number of forcss assigned to FTS by CNO and
a prescribed utilization rate for saoh aircraft.
3- Cos-: Per Flying, Hoar
The second parr of the FHP monitored by 3NAP is cost
per flying hour. For Flight Operations, the cost per hour
is the result of the division of two totals - DF3-01 costs
and the hours flown for eaoh type of aircraft in the fleet
(Bozin, 1981). CFC-01 obligations and hours flown are
reported monthly to CNA? Dy all squadrons under his
administrative command. Operating forces provide flight
operations information ;n their monthly BOR. Shore
activities which charge their flight operations oosts to
their own 03 provide their monthly information on a monthly
Flying Hcurs Cost Report. Although different in format,
both the BOR and the activity Flying Hour Costs Report
provide the following information:
(1) Obligations for POL and other Flight Operations;
(2) Applicable aircraft type equipment code (TEC);
(3) Number of operating aircraft;
(4) Total gallons cf AV3AS/JP-4 oonsumed during the report
month;
(5) Flight hours flown daring the month;
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(6) Total gallons of JP-5 consumed during the report
raonth.
The information is consolidated and verified by the Staff,
CNAP who then provides three related outputs:
(1) The Flight Hour Costs Autodin Report (OPNAV 7310-3A),
(2) A computed cost per hour for each TMS r and
(3) A series of staff management reports.
a. Flying Hour Cost Report (FHCR)
The Flight Hour Costs Autodin Report is
submitted by CNAP to CND (DP 51C). DPNAVINST 7310. 1D
provides the following specific instructions in the report
submission:
the report will provide Z NO with only those gross adjusted
obligations which are directly associated with the
operation and maintenance of aircraft; e.g.. aircraft POL
and consumable material and suDDlies. Further, it is
emphasized that military labor, "" civilian labor,
administrative overhead, commercial washing of aircraft,
labor saving devices, initial IMRL, travel costs and
non-man carrying target drone costs are not to be included
in reporting costs (1983, p. 2) .
Tha report provides CNO with the same DFC-01 information
that is provided to CNAP (e.g., number of aircraft, flying
hours, fuel costs). In addition to Flight Operations costs,
the report also provides organizational and intermediate
maintenance (AFM) costs. This inf ornation is collected by
CND and used to produce the yearly bidget for dollars,
heirs, and cos*s per hour - tha CND DP-20 REPORT.
b. Computed Cost ?er Hour
CNAP's computed cost per hour is used to measure
the performance of reporting squadroas in meeting the
budgeted cost per hour objectives established in the OP-20.
Significant variances from the prescribed figures must be
justified by the reporting squadron. Additionally, since
the number of hours that can be flown by a squadron is
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directly related to a specific dollar OPTAR grant, increased
costs per hour reduce the number of hours that may be flown
(Reily, 1982) .
H. STAFF MANAGEMENT
1 • Fleet \c counting, ind 3udg,at Of f icer
The CNAP Staff position with primary responsibility
for managina OFC-01 funis is the Fleet Accounting and Budget
Officer (Code 1911). rhs- position is -asked to. .. "monitor
flight operations and closaly administer funds in support of
the flying hour program (PHP); insuring distribution of
funds for a balanced program" ( COMH A7AIRPACSTAFFINST
5440. 2E, 1982, p .2-3-15) .
2. QEC^Oj. QPTAR Records K2_e£er
The Staff position with ths responsibility for the
majority cf the administrative effor: in monitoring OFC-01
funds (Cede 019111.3) has the following duties:
(1) receive, record, validate and control the Flight
Operation Budget OPTAR Reports,
(2) initiate corrective action on reports thac are
incorrect
,
(3) assist in maintaining the Flying Hour Cost Report
system,
(U) prepare input data for the consolidated Flying Hour
Program cost submission to CNO,
(5) validate the Flying Hour Cost Report output data,
(6) perform minor analysis on the Flying Hour Program
data,
(7) initiate follow-up aotion on missing 30Rs,
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(8) prepare several Staff OF3-01 management reports, and
(9) maintain various other financial control records.
The monthly OFC-01 funis information inflow to this
Staff position consist of 1 4U Budget OPTAR Reports and
nuierous station Flying Hoir Cost Reports. Records indicate
that approximately twenty percent of the BORs received
either have invalid data or are not received in the
prescribed time period. 3orreotions to erroneous inputs and
expediting late reports is normally accomplished via
telephone. There is presently no written Staff feedback to
the reporting sguadrcns regarding the quality of the data
they have provided.
3 • Internal Review
Staff review of internal controls and financial
practices is accomplished oy the Staff position Code 019A-
That position is also assigned auditing and Foreign Military
Sales duties. The position is assigned the following
duties, responsibilities, and authority:
(1) appraise the adequacy of internal controls and the
quality of procedures for necessity, economy, and
cor. fcrmitv with policies and principles established by
higher authority.
{2) Recommend imorc veaer. i s to correct deficiencies noted
in financial oractices within the Resource Manaqement
office and other Staff departments.
(3) Serve as principal liaison wita the Naval Audit
Service and its representative for all audits conducted
within the Command'or its field activities.
(U) serve as contact point and liaison with the General
Accounting Office and" its representatives for 5A0 visits
and reports concerning 'TAVAIRPAC.
(5) Perform annual review of timekeeping functions for
COMNAVAIRPAC Staff civilian personnel.
(6) Perform financial reviews of aooropriatei funds held
by the Resource Management Off icer" and other Staff
departments.
(7) serves as contact point for financial aspects of FMS,
computes and submits for reimburseaent , the various cost
elements associated with FMS.




This chapter has described the monitoring of OFC-01
funds and costs at CNAP. The primary control mechanism is
tha budgetary system which uses the Budget OPTAR Report as
the measuring device. rhs BOR not only provides necessary
financial information, but also the information needed to
support the Navy Flying Hoar Program (FHP).
The financial responsibility of the Type Commander in
monitoring OFC-0 1 funds has been disoussed. The flow of
funds frcm CNAP to the operating unit and the operational
chain of command from CNAP to commands under its
administrative command has been presented.
The Operating Target (OPTAR), Biilget OPTAR Report (BOR)
,
Flying Hour Program (FHP), and Flying Hour Cost Report have
been discussed. Significant points discussed include:
(1) the responsibility of the squadron for the efficient
and effective use of OPTAR dollars without any means
of measuring that effectiveness,
(2) the critical nature of information on the BOR in the
effective management of OFC-31 funds,
(3) the importance of tna FHP in pLanning, programming and
budgeting for Naval aviation forces,
(4) the relationship bec*een the BOR and Flying Hour Cost
Report, and
(5) the use of the BOR La preparing *:he Flying Hour Costs
Autodin Report ani a computed oost per hour for each
Type/Model/Series (IMS) aircraft.
Finally, the chapter described the Staff management of
OF3-01 funds, including tie responsibilities of the Fleet
Accounting and Budget Offioer (01911i, Staff position
019111.3, and the internal review position (019A>.
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The next chapter compares the management coQtrol system
of OFC-01 funds at CNAP with the model of management control





The purpose of this chapter is to compare the management
control system for Flight Operations (DFC-01) funds at the
Headquarters, Commander Nival Mr Foc:?s, Pacific (CNAP)
with the model of management control systems developed in
tha thesis. The chapter is divided into two parts. Part
ona compares the control system for 3FC-01 funds to the
characteristics cf control systems iiantified in the model.
Tha second part compares the CNAP rontrol systeii for OFC-01
funds with four elements of organization control systems
described in the model - (1) design of control systems, (2)
goals and objectives, (3) measurement devices, and (4)
performance monitoring and appraisal.
3. CHARACTERISTICS OF CONTROL SYSTEMS
1 . Essentia 1 Elements
a. Information Systems
In the model, information systems record the
progress of an activity. CNAP has a well developed
information system for recording tie progress of its
activities. The primary elements of that information system
are the EOR and the FHCR. In addition, there is frequent
informal oral and telegrapiic communications between the
Staff and the operating squadrons, between the
Functional/air Wing Commanders and tie operating squadrons,





According to the model, the activity should be
an element in a structural organization. The control system
for OFC-01 funds is an sleient in tha hierarchical financial
structure which exists from the CNO lavel to the operating
unit level. Information (a.g., obligations, hours flown,
gallons cf fuel consumed) is colleotrd at the sguadron
level, recorded in standardized records, and transmitted to
CNA?. CNAP, in turn, coliacts the information on BORs and
FHCRs, records the information in manorandum raoords, and
transmits flying hours and cost per hour to higher
authority. The freguenoy and format for both the BOR and
tha FHCR are specified in CNAP and other Navy instructions.
c. Feedback to tha Organizational Unit
The third essantial elamant reguired of control
system characteristics is a formal raport document for
generating "feedback" to the organizational unit. There is
no formal "feedback" report for OFC-3 1 funds generated by
CNAP. Squadrons are normally oontactad by telephone or by
message regarding errors in BOR/FHCR submissions.
d. Activity Me a si res
As stated in the model, a planned or
predetermined activity laasure against which actual
achievement measures can ba comparad a ust be established.
Three such measures exist at CNAP - budgeted dollars,
budgeted flight hours, and cost per lour.
At the beginning of sash fiscal year, a first
quarter CFC-01 OPTAR is established for each aviation unit
under the admini strativa oommand of 3NAP. The DPTAR
authorizes obligations against CNAP funds up to the amount




activity measure (funds authorized) is revised and restated
at the beginning of each subsequent quarter when funds for
that quarter are authorized. Dbligations and obligation
rates are measured by reviewing the aonthly BOR submissions.
Flight hours ace allocated to squadrons,
carriers, and Naval Air Stations as quarterly planning
figures which may be exceaied if OPIAR funds are sufficient
to support additional hours. The hoirs are allocated for a
specific quarter and may not be carried forward to the next
quarter (COMNAV AIRPACINST 7303. 11E, 1976).
CNAP's computad cost par hour (CPH) is used to
measure the performance of reporting squadrons in meeting
tha budgeted cost per hour objectives established in the CNO
OP-20. Variances from the prescribed figures must be
justified by the reporting squadron.
e. Decision Baking
Finally, the aodei requires a decision making
capability within the organization uait to take action that
will bring the achievement level in line with the planned
level. The Squadron Commanding Officer, by the very nature
of his position, generally has that decision making
capability. He is responsible for tie efficient and
effective use of the resources made available to him.
Disregarding su peror dinary requirements placed upon him by
his superiors, the Squadron Commanding Officer is in a
position to make decisions that will keep obligations,
flight hours and cost per hour (CPH) in line with budgeted
or planned levels.
2- Ihe Organization as a Total iy_stem
In the model, a management control systam is
described as a total systaa in the sanse that the system
must behave as a whole; the changes in every elament are
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dependent on all the others. The sontrol system for OFC-01
funds exists within a control framework established by CNO.
By allocating flying hoars and dollars and by setting cost
per hour standards, CNO is embracing virtually all aspects
of the aviation community. As a part of the FHP,
obligations of OFC-01 funis impact 01 decision Baking
concerning operational schedules, training exercises, the
number of aircraft available for flying, the number of
pilots available, actual /srsus projected cost per hour, and
the amount of funds appropriated by Zongress and allocated
by CNO and CINCPACFLT.
3« Goal Con qruence
A third characteristic of ooitrol systems is goal
congruence. As described in the modal, the use of technical
tools (e.g., budgets, staniards, formal measures of
performance) provides information and feedback to help
ensure goal congruence. Snap's control system for 3FC-01
funds uses budgets, standards (CNO DP-20) , and formal
measures of performance (CPH) to generate and receive large
amounts cf information (e.g., BORs, ?HCRs). However, there
is r.o formal feedback to the squadroi level. Thus, one of
the two elements required to enhanoe goal congruence is




Finally, as stated in the model, management control
sys-ems are built around a financial structure. The entire
information and reporting structure of the OFC-D1 control
system is based en monitoring and reporting financial
information: OPTARs and D3s are in terms of targeted dollar
levels and the 3 OR and FHC3 report obligations. Although
hoars flcwn are reported and budgetal within the OFC-01
funds control system, they are a direct function of cost per
hour and funds authorized.
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C. CONTROL II ORGANIZATIONS
1 ^€s ign of Z ontrol 5 ^stem
s
a. The Organization as a System
Described in the model as an
input-transforma tion-out put system, an organization involves
a number of activities, nanely receiving inputs,
transforming inputs, con-rolling, coordinating, and
maintaining the transformation activities, and generating
outputs. As a major staff command, ZNAP fits this
input-transforma tion-out put model. The mission of the
Staff, as stated in CNAPST* FFINST 5<UD.2E, is to:
(1) Gather and evaluate detailed aid accurate information
on ail Phases of the existing situat ion--strat egic,
tactical, and logistical.
(2) PreDare Dians, schedules, directives, and reportsbased upon such information, or in compliance with
iirectives received from higner authority,
(3) Translate the decision of the Commander intodirectives.
(U) Disseminate information and directives to subordinate
commanders and information and rspcrts to higher authority
rapidly, accurately, and completely.
(5) Supervise and evaluate the execution of thejommancer's direct ives ' by subordinate commands.
(1982, o. 1-1-1).
Within the Staff, the Flset Budget and
Accounting officer (Code 319111 has many duties which
correspond to the character istics of the
input-transforma tion-out pit system. Some of those duties
include:
(1) formulate budget and apportionasnt calls,
(2) receive budget and ap portionmei t requests from
subordinate commanders,
(3) coordinate budget submissions to CINCPACFLT,
(4) administer funds in support of the Flying Hour
Program,




(6) initiate recommendations for adiustments or
reprogrammmg cf resources.
(COMNAVAIRPACSTAFFINST 54U0.2E. 1932 f p. 2-3-15).
A central part of CNAP's organizational system
is the flow of OFC-01 funis. Funds flow directly from CNAP
to the user sguadrons and the subseguent financial reports
go from the sguadrons back to CNAP. The Commanders,
Commanding Officers, and Officers in Charge of NAVAIRPAC
operating forces are responsible to 3NAP for:
(1} The effect ive and economical utilization of funds and
material.
(2) The establishment and maintenance of records as
reguired herein, and as reguired by directives from higher
authority.
(3) That charges are not incurred in an amount in excess
or runes granted exesot in emergencies as discussed in
paragraph 200. 2.
(U) The propriety of charges to COS N AVAIRPAC funds.
(5) The timely submission of all reguired reports.
(6) The prompt return to COMtf AVAIR? AC of any funds which
are m excess of the activity's needs. (C0HN\ VAIRPACINST
7303. 1 1E, 1976 , o. 1-1)
b. Characteristics of the Organization
Five characteristics of the organization that
are reguired to relate the total system to its environment
are identified in the model Those chi racteristios are: (1)
the degree of decentralization, (2) budgetary control, (3)
span of control, (U) flow of spending authority, and (5)
internal review. An analysis of the CNAP Staff control of
OFC-01 funds indicates that the characteristics are present,
to varying degrees, in the CNAP Staff organization.
(1) Degree of Decentralization. There are two
specific advantages of decentralized management detailed in
ths model - delegation of decision making authority and
motivation for operating managers. Et was also pointed out
in the model that:
(1) By decentralization, top management acknowledges its
inability to handle the number of decisions which must
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be made in the organization, and
(2) the primary jeans of assuring top management control
in the decentralized organization is through
responsibi lit y-center management.
CN^P is decentralized open tionally out not financially.
Operational control passes from CNAP through various
subordinate commands, witi the squadron Commanding Officer
directly responsible to either his Air Wing Commander or
Functional Wing Commander. This chain delegates a portion
of the operational decision making to a point below the Type
Commander. Conversely, derision making on financial matter
rests with CNAP. CNAP receives and Heritors all financial
reports. As pointed out in Chapter EII, the responsibility
foe receiving and monitoring the "U4 OFC-01 BORs rests with
one Staff position. The rantralizad financial management of
OFC-0 1 funds does not adhere to the responsibility-center
management concepts developed in the model.
(2) Budgetary Control. As a centralized
financial management system , OFC-01 budgetary control
corresponds to many of the budgetary control characteristics
of the model. The model emphasizes budgetary control as one
of the principle steps in the management control process.
Budgetary control charao tar istics included:
(1) incorporating the plans of tha organization into a
budget,
(2) measuring and comparing actual results with the
budget,
(3) reviewing and investigating variances, and
(U) taking corrective action.
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CNAP budgetary control is a key element in
controlling DFC-01 funds. CNAP submits an annual OFC-0
1
budget based on the projected operating plans for the coming
fiscal year and the historical cost lata accumulated.
Throughout the year the obligations and cost data are
collected and compared to the projected budget figures for
both obligations and costs. Variations are reviewed and
OPTARs and flying hours ara adjusted as required- CNAP
evaluates squadron and aircraft performance on a monthly
basis
.
(3) Span of Control. - a the model, span of
control is described as taa number of subordinates or
activities which a manager or supervisor manages. It is
pointed out that there is 10 precise formula for determining
what constitutes an appropriate span of control.
The cantralized nature of CNAP's control
system has created a span of control of one position
responsible for 1UU OFC-01 OPTARS ani several associated
management reports. The position is also responsible for
numerous other duties including assisting in maintaining the
"lying Hour Cost Report system, preparing input data for the
consolidated flying hour program cost submission to CNO, and
validating the Flying Hour Cost Report output data.
(**) F low of 5£eniinc[ Authority. As stated in
the model, spending flow stiouii go from the immediate
superior commands to suboriinate commands in orier to give
tha immediate superior the "power of the purse" over its
subordinate commands. Ih= flow of 3?C-01 funds ioes not
foLlow such a pattern. OFC-01 funis are distributed
directly from CNAP to the operational squadron. The
Functional Wing Commanders and the Air Wing Commanders are
left out of the financial chain. However, the Functional
Wing Commander dees recaiva an inf ornational copy of each
30R and is tasked to monitor the financial management
practices of their subordinate units.
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(5) i.Siernal Review. It is pointed out in the
model that the management control system in large
organizations should have an internal, review staff to ensure
that the control system is effective. The purpose of the
internal review staff is to conduct independent examination
ana make reports on its findings in order to assist
management in evlauating the function of systems and
controls.
3NAP's internal review staff is Staff
position Code 1 9A. As noted in Chapter III, the position
is assigned auditing and foreign military sales duties as
well as its internal revie* duties. The position's internal
review duties include appraising the aiequacy of internal
controls and the quality of procedures for necessity,
economy, and conformity with policies and principles
established by higher authority, and recommending
improvements to correct deficiencies noted in financial
practices within the Resource .1 anagement Office and other
Staff departments.
c. Constraints on the Control System
C) Data Validity,. As documented in the
modal, collecting valid data is a major problei in control
systems. Seme invalid daca is submitted to cover errors,
and some because the control system asks for information
that is not available. The model also states that lack of
attention to reported information by top management will
result in hastily accumulated and unvalidated information
from subordinate managers.
As notei in Chapter III, twenty percent of
the OxC-01 30Rs received by the Staff have either invalid
data or are not received in the prescribed format.. Lack of
vaiid data effects cost per flying hour calculations, which,
in turn, affect the number of 3FC-01 dollars allocated.
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Thay both effect future yaar OFC-01 fund and flying hour
budgets.
(2) Decree Df Control. The second constraint
on control systems discnsaad in tha nodel is the degree of
control. It is pointed ont that it is possible to have too
few controls, which provides little guidance, or too many
controls, which is very ras trictiva. CNAP's financial
reports provide a great dail of infornation to CNAP but
provide little indication that the aguadron Comaanding
Officer is aware of his responsibilities for the effective
and efficient use of resources. 3y issuing OPTARs directly
to squadrons, CNAP retains control ovar flight operations
funds on a grand scale, bat deprives the Air Wing and
Functional wing Commanders a degrea of their operational
control over their subordinate squadrons.
2« Goals and Objectives
a. Goals
Goals are defined in the nodel as statements of
planned cr desired results. Only with clear, wall defined
goals can performance be directed, uncertainty reduced, and
communications encouraged. It is not clear the CNAP's
control system for OFC-0 1 funds establishes either clear or
well defined goals. Although each sguadron Comaanding
Officer is responsible for the effective and efficient use
of resources, there are no stated leisures of what is
effective cr efficient. Additionally , there are no formal
written goals established for the Flying Hour Program.
Since there ara no written or formally
promulgated goals regarding tha management of OFC-01 funds
or the Flying Hour Program, thare is no way of knowing if
tha goals of the Squadron Commanding Officer are consistent
with the goals of CNAP and CNO. Also, referring to the lack
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of feedback from CNAP to the squadroa noted previously,
Squadron Commanding Officers receive little or no formal
information from CNAP regarding how their financial
performance relates to the overall financial goals of CNAP.
CNAP's goals ace expressed as constraints. By
the very nature of OPTARs, the OFC-01 funds issued to a
squadron are spending levels which may not be exceeded. At
the same time, cost per hour is established on the CNO OP-20
as a budget figure that requires justification for
significant variances.
From the squadron level, the manager (Squadron
Commanding Officer) is not involved In setting goals.
Squadrons do not make budget submissions for dollars or
hours. Their only input is through obligations and reported
hours ficwn.
At the CNAP level, the T/pe Commander has an
input into the F HP goals. CNAP makes a yearly budget
submission for OFC-0 1 funis and annually validates the CNO
OP-20 cost per hour and projected flying hour figures.
b. Objectives
Objectives are defined as specific results
stated in measurable terms. In other words, objectives
measure cutout in some measurable way, usually in
quantitative terms. It is very diffioult to state
organizational objectives in controlling OFC-01 funds. The
basic problem is that the overall objectives of readiness
and training are not direotly expressed in quantitative
terms. This makes the ov=rall objectives in controlling
OFC-0 1 funds unclear. The objectives used (e.g., specific
nunber cf hours flown, a specific cost per flying hour, an
obligation rate) are input measures rather than output




3 • jje a sursm en t Devi ce
3
The accounting and budgetary systems used by CNAP
coapare very favorably with tha measurement devices
described in the model. CNO, CINCPACFLT, and CNAP use the
operating forces accounting system (NAVSO p-3013-2) and the
CNO directed budgetary system for the three purposes
identified in the model. Those purposes are;
(1) as a basis for coordinating and controlling the
current activities of the organization,
(2) as a basis of evaluating operating performance, and
(3) as a basis for program evaluation.
The CHAP accounting and budgetary system exhibits the
following characteristics identified in the modal.
First, they apply to stated standards of performance
(e.g., OPTARs, obligation rates, allocated flying hours,
budgeted cost per flying hour).
Second, they tend to rely heavily on quantitative
data.
Third, of the eight criterion Anthony and Herzlinger
list for all control devicas, is notad in Chapter II, CNAP
accounting and budgetary systems maet ill the criterion with
the exception of giving more credenca to surrogates than is
warranted. Because of tha lack of g^od output measures for
training and readiness, ODligations and cost per flying hour
serve as surrogate measures of performance and are seen as
tha primary output of the oontrol system.
Finally, the measures (e.g., OPTARs, obligations,
cost per hour) tend to become ends in themselves. In a
system cf constrained budget dollars and flying hours,
activities pay mere attention :o reporting spending or
obligation levels than to the actual desired output.
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**« Performance Monitoring and Aooraisal
a. General
In the model it was shown that performance
monitoring and appraisal provides information on the status
or organizational activities and is a means to provide
feedback to working managers in order to modify their
benavior and to assign incentives and rewards. At the Type
Commander level, the control system is specifically designed
to monitor performance (e.g., obligations, hours flown, cost
per hour) but does little to allow appraisal of that
performance. As identified in Chapter II, the key elements
in mcnitcring and appraising performance are an effective
information system, the Selection of an appropriate
evaluation index, the establishment of a standard against
which :c measure the actuil performance, and assignment of
incentives or rewards.
b. Information Systems
The information system described in the model
provides information to the decision maker, provides data
rapidly and at appropriate intervals, avoids information
overload, and presents data in an understandable form. The
system is comprised cf these main types of information -
financial, routine, and a variety of non-routine,
unsystematic information.
The information system used in the management
control of OFC-0 1 funds consists of messages allocating
OF3-01 funds, BORs, FHCRs, and a series of internal
management reports used by CNAP Staff personnel. There is
also a personal information link (telephone) between Staff
personnel and the user squidrons.
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The information system provides information to
CNAP on a regular basis in a prescribed format. The
information system also allows for non-routine inputs (e.g.,
0PTA2 augmentation requests, OPTAR aivance requests,
requests for more flying hours). However, as noted in
Chapter III, the current control system actually forces more
information through the system than can be adequately
processed. The informatioa system also does not provide
routine feedback to the operating squadron. With the
exception of significant errors or onissions on BORs which
must be corrected, the information system for the control of
OFC-01 funds is strictly one way ~ bottom up.
c. Evaluation Indax
As pointed out in the molel, choosing a suitable
evaluation index is a subjective process. An index may be
used as an aid in decision making as well as in evaluating
per formar.ee (e.g., number of hours flown, obligations,
obligation rates). An index that is satisfactory for one
may not' be suitable for the other. Although measured by the
amount of OFC-01 funds obligated, the evaluation index for
controlling OFC-01 funds is the cost per flying hour (CPH)
.
Jsing such costs as an indax has tie two limitations pointed
out in the model :
(1) depending on the validity of tae input data, the costs
are net entirely accurate measures of the resources
used; and
(2) the CPH used as the standard is a projected figure
based on historical lata which does not account for
the different operational phases (e.g., training,




d. Standard of Performance
The standard of performance described in the
mofiel is often a budgeted cost and is based upon
organizational objectives and budgets or upon past
performance. The standard of perforaance selected in the
control system for OFC-01 funds is the budgeted cost per
flying hoar (CPH) as stated on the CSD OP-20. The cost is
developed at the CNO level (OP 51) based on three years of
historical data, projected operational requirements and
assets, and budget submissions froa the Fleet Commanders.
e. Incentives ani Awards
It is suggested in the msdel that incentives and
awards are necessary for continued improved effectiveness by
managers. Sibson (1976) points out In the model that
practically all top management people in organizations with
incentive plans believe they make a positive contribution
(en the crder of 13 perceit) toward nore effective work.
The CSA? control system for OFC-01 funds does
not formally provide for a system of incentives and awards.
As evidenced in the inforaation system which is generally
bottom-up, there is little, if any, feedback to the
squadron. Additionally, since the finding and operational
chains cf command do not coincide, the squadron Commanding
Officer's financial management performance is not
necessarily appraised by his immediate superior, thereby





This chapter has compared the soatrol systen for OFC-01
fuads used by CNAP to the control system model developed in
the thesis. The comparison was made regarding the
characteristics cf control systems and four aspects of
control in organizations. A review Df the comparison
between the control systen for OFC-01 funds and the control
system model dev€loped in the thesis nakes it possible to
highlight the strengths aid weaknesses of the CNAP control
system for OFC-0 1 funds, to draw conclusions basad on those
strengths and weaknesses, and to make recommendations for
improving the management control of Flight Operations funds.
That review, the conclusions drawn, and the subsequent







The major premise of tais thesis has been that control
must support the decision Baking process. The primary
objective has been to review the manigaraent control of
OFC-01 funds at Commander, Naval Air Forces, Pacific (CNAP)
and to make specific recommendations for improving the
control process for OFC-01 funis and, in turn, for improving
the decision making regarding the management of OFC-01
funds
.
This chapter presents conclusions drawn from the
comparison of the CNA? control systeu of OFC-01 funds with
tha control model identified in the thesis and presents
specific recommendations for improving the management of
OFC-01 funds. Finally, areas of fjtire thesis topics are
identified.
3. FIDUCIARY OR MANAGEMENT CONTROL?
A major conclusion of the thesis is that tha CNAP
budgetary control and finaiciai reporting structure provides
effective fiduciary accounting for OF3-0 1 funds. This
fiduciary accounting systan is concerned with the
safeguarding of assets (e.g., dollars, flying hours) and th a
reliability of financial racoris. It is designed to assure
that:
(1) transactions (obligations and flying hours) are
axecuted in accordance with CNAP's specific authorization,
and
(2) transactions are recorded as necessary to permit
preparation of financial reports (Sawyer, 1981).
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Anthony and Herzlinger write, "Fiduciary accounting is a way
to keep track (monitor) of funds to ensure that they are
spent honestly" (1980, p. 53). At CNAP, this fiduciary
accounting provides an excellent means of monitoring
operating force compliance with financial and CNO flying
hour guidance. It does not, howevar, assure effective
management control. As identified in Chapter III, the major
emphasis in management control is sfficient ani affective
usa of resources. Fiduciary accounting is only one part of
a aanagement control system.
The CNAP control syeten relies vary heavily on fiduciary
accounting. The CNAP Staff position (Code 01911) with
primary responsibility for managing 0FC-01 funds is tasked
to "...monitor flight operations and closely administer
funds in support of the Flying Hour Program insuring
distribution of funds for a balanced program"
(CDMNAVAIEPACSTAFFINST 5440 .2S, 1932, p. 2-3-15). Top level
Navy management further sip ports this fiduciary approach.
CNO guidance relating to flight hour costs calls for the
"...reporting of flight hour costs ani related flying hours
to permit monitoring of finds relate! to the Flying Hour
Program, to allow for the ievelopment of flying hour cost
faotors, to insure uniformity of data reported and to insure
conformance to Comptroller of the Navy financial reporting
requirements" (OPNAVINST "^310.10, 1930, p.1). As a
consequence, CNAP's control system ia very useful for
monitoring cost and flying hour data. CNAP's highly
centralized financial organization CDllects obligation and
flying hour data directly from the operating units. The
emphasis on monitoring operations is not without its costs,
however. As noted in the following sections, the fiduciary
aspects of controlling 0F-- 01 funds io little to ensure




The comparison of the Z NAP control system far OFC-0
1
funds with the control system developed in the aodel makes
it possible to identify saveral notable strengths and
weaknesses in the control system for OFC-01 funds. This
section and the next section discuss those strengths and
weaknesses. The noted strengths are a sound bass for the
present fiduciary system and would ssrve as good starting
points for a much more comprehensive management control
system.
1- Specific Operational Objectives
The present system is very specific in stating its
operational objectives. Expressed as constraints, OPTAR
levels, flying hours, and :ost per hDur are levels not to be
exceeded by the squadron without lyps Commander approval.
2. Well Developed Information System
CNAP has a well developed information system for
recording the progress of its subordinate activities. CNAP
can be viewed as a highLy centralize! financial information
processing system. The formal report structure (e.g., BOH,
FHZR) and the informal oral and telegraphic communications
among the various command levels in the CNAP administrative
chain provide CNAP with much information. This allows CNAP
to monitor the actions of aach of chs aviation units under
its administrative comma ni.
3« Strong, Structural rqaa izatirn
The control system for 3FC-01 funds is part of a
hierarchical financial structure wiiirh exists from the CNO
level to the operating level. Additionally, the BOR and
PH3B support a strong structural system of collecting,
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storing, and transmitting information. Information (e.g.,
obligations, hours flowa, gallons of fuel consumed) is
collected at the squadron level, recorded in standardized
records, and transmitted to CNAP.
4 • Planned Activity Ba a suras
The control system for OFC-01 funds has three
separate activity measures - budgetal dollars, budgeted
flight hours, and cost per hour. Both dollars and flight
hoars are established on a quarterly basis as
targets/planning figures. Ccst per hour is established in
CH3 and promulgated on tha CNO OP-20. All three measures
are compared at CNAP agaiast aotual obligations, hours
flown, and cost per hour is reportsd by operating units.
5- Financial Structure
The 3FC-01 funds oontroi systsu is built around a
financial structure — NAV30 P-3013 accounting and QPNAV
INSTROCTION 7310. 1D flying hour cost reporting. The
accounting and budgetary systens basad on this financial
structure serve as very good measuriag devices. They apply
to stated standards of performance (=.g., CPH, OPTAR
levels), tend to rely on quantitativa data (e.g.,
obligations, hours f lowi
,
gallons of fuel consuied) , and
thay meet most of the criterion Anthony and Herzlinger
ascribe to control devices.
D. COHPARISOHS: WEAKNESSES
Along with the notei strengths, tha comparison of the
CNA? control system for OFC-01 funis with the control system




1 . Lack of Squadron Pi rtic ip.ati:>.ri
The control system does not provide for, or require,
participation of the squadron Commander in settinq goals and
objectives or in the budget process. The result is a
potential lack of goal congruence and incentive at the
sguadron level. Since thsre are no written or formally
promulgated goals regarding the management of OF3-01 funds
or the Flying Hour Program, thare is no way of knowing if
the goals of the Squadron Commanding Officer are consistent
with the goals of CHAP and CNO. Additionally, Squadron
Commanding Officers receive little or no formal information
from CNAP regarding hew their financial performance relates
to the overall financial goals of CNAP. As pointed out in
the model, involving the manager whose performance is being
measured in the setting of goals not only promotes goal
congruence but also reduces dysfunctional behavior because
it reduces the chance that poorly understood standards will
be set.
2 • Lack °£ Feedback
There is very little operational feedback regarding
financial matters provide! tc the operating squadrons.
Although CNAP does notify squadrons if their 30Rs are late,
there is little, if any, feedback regarding the quality of
the information provided. This paucity of feedback prevents
the squadron Commanding Officer from measuring squadron
performance and from adjusting its performance to meet
organizational goals.
3 . Lack of Appraisal
There is a lack of formal C^AP performance appraisal
(e.g., fitness report) of squadron Commanding Officers
regarding their performance in managing OPTAR dollars,
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flying hours, and flying idu: costs. Without this CNAP
input to performance appraisals, thsre is little incentive
for the squadron Commanding Officer ta review and validate
his cost per hour information or to validate ths reported
fual consumption data on the BDR. Ths validity of both
items is necessary for a successful Flying Hour Program.
*
• 1=2* Sf Funds
OFC-01 funis flow directly from CNAP to the
operating squadrons - bypassing the Functional Wing
Commanders and Air Wing Commanders. Although such a flew
provides a very suitable uethed foe aonitoring resource
usage, i+ does net provide the squadron immediate superior
in command (ISIC) with ths opportunity to measure the
financial management performance of the squadron Commanding
Officer, nor does it provide the operational control which
cones with the "power of tie purse" iiscussed in the model.
5 • 2 Dan of Control
The highly centraLized nature of CNAP's OFC-01 funds
control sys-em also contributes to another significant
weakness - too large a span of control. Even with a
judgemental decision of waat constitutes an appropriate span
of control, the requirement for one staff position to
monitor, not to mention control, 1'4U separate DPTARS in the
required time frames, along with other assigned duties,
appears excessive. The tine consume! just in record keeping
impairs the financial decision making capability of the
Staff.
6« Inadequate Standee i of Performance
The present standard cf performance - cost per hour
(C?H) - is based primarily on historical data which does not
take into account the different operational phases (e.g.,
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training, working/ready duty, deploynent, standdown) of
individual aviation squadrons. Since there is no suitable
output measure of OFC-01 finds perf omanca such as quality
of training or readiness, D FC-D 1 input cost can justifiably
be used as a surrogate measure of 0F3-01 funds performance.
However, the present standi rd (basad on three ysars past
usaae and projected operations! should be:
(1) more flexible in comparing the budgeted oost with
actual performance, or
(2) the CPH as established on tha 3»0 OP-20 Report should
be regarded as a buiget figura and not as a
constraint , or
(3) the OP-20 budgeted oosts shoull be divided into
categories based on the operational phases of
particular squadrons.
E. SUMMARY OF CONCLUSIONS
The CNA? control system for 0F3-O1 funds has bean
identified as an effective fidaciary control system.
However, as a management control systam it doss not assure
tha level of information required by 3^3 in supporting the
Navy Flying Hour Program nor does it insure effective
utilization of resources. The control system strengths and
weaknesses can be summarized as follows:
STRENGTHS
(1) The present system is very specific in stating its
operational objectives.
(2) CNAP has a well ie/eloped information system.
(3) The Budget OPTAR Report and Plying Hour Cost Report
support a strong structural organization.
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(4) The CNAP control system has thces separata planned
activity measures.
(5) The control system is based on a financial structure.
WEAKNESSES
(1) Squadron Commanding Officers are not involved in
setting goals and objectives in the budget process.
(2) There is no performance feedback to the squadron
level.
(3) CNAP has nc formal input to the squadron Commanding
Officer's fitness report.
(U) The flow if OFC-01 finds does lot follow the
operational chain of command.
(5) The present span of oontrol o£ the CNAP Staff impairs
the decision making ability of the Staff.
(6) The CNO budgeted cost per hour (CPH) is an inadequate
performance measure for indivilual squadrons.
F. RECOHMEHDATIONS
1 . General
The recommendations of this thesis are centered in
two main areas:
(1) The control systen should be used to hold the Squadron
Commanding Officer responsible for the adequate
utilization of OFZ-01 funds, aid
(2) management control of OF3-01 finds should be of as
much importance as tae fiduciary aspects of the
control system.
Eased on the comparisons between tbs oontrol model and the
CNAP control system for OFC-01 funds and conclusions drawn
in the thesis, specific recommendations are presented.
Although these recommendations may have application in other
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funds management control areas (e.g., AFM) , tha
recommendations are aimed it iaproviig the decision making
process in the management of OPC-01 funds at CNAP.
Recommendations are presented in the following areas:
(1) flew of funds,
(2) performance appraisal,
(3) revised Budget OPTAR Report,
(U) performance measures,
(5) feedback to operating units, aid
(6) internal review.
2. Flow of Funds
Allocat e F C - 1. funds through the operational chain
9.1 S2.S1S§.L^ r^ljh.g? than iire.ctly fro* CNAP to the 2E±LlliH3
unit. As discussed previously
,
tha direct -flow of funds
from CNAP to operating unit dees provide a means for
monitoring the obligation of OFC-01 funds, thereby enhancing
fiduciary control of those funis. However, it does not
provide the squadron's imaadiate suoarior in conmand (ISTC)
with the opportunity to observe tha Financial nanagemant
performance of the squadroi Conmandiig Officer.
Allocation of OFC-3 1 funds tirough the chain of
command would increase the awareness of all commands in the
chain of the goals and objectives of the Navy Flying Hour
Program (FHP) . 3y directing funds tirough the chain of
conmand, the ISIC would assume soma of the responsibility
for reviewing and valida-ing flight operations funds
obligations and flying hour information.
An additional benefit of ISIC involvement in the
allocation and review prora ss would be a decrease in the
span of control of CNAP' s Staff position controlling OFC-01
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funds. CNAP could hold tha Air Wing or Functional Wing
Commanders responsible for the validity of information
submitted by their subordinate squadrons, thereby reducing
CNAP*s span of control from 144 to approximately 20 (6
carrier Air wings, 6 Functional Wings, Fleet Marine Forces,
Pacific, 6 CV/CVN, F ASOTRA3 RUPAC) . In addition, much of the
computational effort involved in sumnarizing flying hour
information could be accomplished at the levels below CNAP.
This would enhance increased management opportunities (e.g.,
variance analysis, trend analysis) by the Staff.
The most complex aid far reaching of the thesis
recommendations, changing the flow of OFC-01 funds could
possibly require CINCPACFLT approval, although the author is
not aware of any official regulation or policy that would
preclude implementation. It is also possible that even
without the actual change of "flow o£ funds," the
administrative steps of tie recommendation could be
implemented at CNAP. Specifically, implementation would
reg uire
:
(1) a quarterly grant from CHAP to the Functional/Air Wing
Commanders with the D PTAS/Flvia g Hour grants of their
assigned squadrons,
(2) a quarterly message from the Functional/Air Wing
Commanders to their assigned squadrons stating the
quarterly CPIAR/Fiying Hour grants,
(3) copies of all SORs/FHCRs be sent to their applicable
Functional/Air Wing Commander by reporting squadrons,
(4) that all OFC-01 fund and Flying Hour augmentation
requests be sent to the applicable Functional/Air Wing
Commander vice CNAP,
(5) that the responsibility for verifying squadron data




(6) the possible addition of another billet to the
Fur.ctional/Ai r Wing Staff, and
(7) summary Flying Hoar Program information from the
Functional/Air Wing Staffs for their assigned
squadrons to CNAP.
3. Performance Afipraisal
GFO0 1 funds manajB menr performance should be a
significant factor in the ISIC^S performance §R.B,£ai§.§.I 2l
Sgaadror. Commanding Cffi5§£S. Both Beily and Sheppard
(1380) and 3ozin (1981) rsoommend linking funds
administration with funds (OFC-01, DFC-50) budget execution
when evaluating the performance of finds administrators
(e.g., Squadron Commanding Officers). 3ozin's oomments
regarding the management 3f &F9 funds are applicable to
O7C-01 funds as well. He states,
The ISIC normally writes the perforaance evaluation on the
:JAS or Squadron Commaniiiq Ofncar, who is the primary
fund manager. Without the ISIC directly involved in the
flow of funds and monitoring of AF1 funds performance, the
chance for a substantivs fitness rBDort input based on AFM
aanaaement is unlikely. TyDe Commanders should direct
^valuators to specifically consider AFM funds aanaaement
in ccr.ductina performance evaluations. This should also
be dcr.e bv Com nan ding Officers whan evaluating their funds
administrators (Comptrollers). Ihe combination of these
two recommendations would contribute significantly to an
increased incentive to more afficiantly and effectively
manage fcFH resources (193 1, p. 79).
Furthermore, direct evalua: ion of resource management
performance provides incentive for tn squadron Commanding
Officer to carefully revise and vaiiia're his cost per hour
information and fuel consumption dati as it is reported on
tha SOR or ?HCR. In tha long run, sach steps will enable
the CNO to present a more viable, def9nsible Flying Hour
Program to Congress.
This recommendation could ba =asily implemented at
tha Functional and Air ifing Commander level. It would
require a statement in the fitness reports of Squadron
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Commanding Officers regarding their management of financial
and Flying Hour resources. This recommendation relies on
the Functional/Air Wing Commander being in the official flow
of OFC-01 funds or in the administrative flow of all
correspondence relating the financial and Flying Hour
management of their assigned squadrons.
*• HJXirSeji Budget 0PT&R Rap.ort (30R)
The format of t_he 3udge_t OPT^R Report (BOR) should
£§. s§li§§4« -he revision should be directed at making the
sguadrcn Commanding Officer more awara of his goals and
performance, emphasizing the importance of the information
required to support the PHP , and enhancing the management
control of OFC-0 1 funds at CNA?.
As noted in Chapter III, tie BOR is the primary
management tool used in monitoring and managing the funds
and resources allocated to support tie FHP. Tha OFC-01 BOR
reports three items of importance in the management of
OFC-0 1 funds:
(1) cumulative obligations,
(2) hours flown during tie month and cumulative flight
hours flown fiscal yaar to data, and
(3) gallons of fuel con=imed during the month.
This information is ccmbinad with information reported on
tha AFM (OFC-50) BOR to pcapare the Flying Hour Zost Report
(FHCR) which is submitted to CSO.
The present OFC-01 BOR, shown in Figure 3.2, is used
by CNA? to measure squadron compliance with budgetary
objectives. However, the OFC-0 1 BOR gives the squadron
Commanding Officer little measure of his performance in
relation to the CNO budgetad cost per hour.
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It is recommended that the present OFC-3 1 BOR be
modified as shown in Figures 5.1 and 5.2. The modification
emphasizes the importance of FHP information, provides
information to make the sqjadron Comnanding Officer more
aware of his goals and performance, and, because of its
required cost per hour computation, Drings immediate
attention to any inaccuracies in the reported fuel
consumption. The modification also provides a feedback, loop
between the Type Commander and squadron by requiring the
squadron to justify significant variances between actual and
budgeted cost per hour. nis recommandation can be
implemented at the CNAP level. It requires changing the
instructions for Budget OPTAR Report preparation provided in





FROM: ATKRON TWO TWO
TO: FAADCPAC SAN DIE30 CI




3NA? PASS TO 19; CLWP PA SS TO SUPPLY
FLT OPS BUDGET REPORT (DFC-01)
1 . DEC/R09561/702E/57025A/FY93/000252
2. BLOCKS
(21) (22) (23) (24) (25)
73 211,444.99 .00 211,444.99 AAEF
7F 2,010.00 .00 2,010.00 AA2F
9J 10 1 .84 .00 101.84 AAEF
TOTAL 213,556.83 .00 213,556.83
29 007/3 003/3 009/3 TDTAL




3. FLYING HOUR COST DATA
(34) (35) (36) (37) (33) (39)
AAEF 4 156,368 133 337





4 1 I 3 C D
AAEF 932 901 354
42 QUARTERLY C PH IS 8 % A30V2 3UDGETSD CPH DUE
INCREASED LOW LEVEL TRAINING IN DECEMBER.
43 17
44 LCDR. R.N. BURTON, AV 878-2535.




1. Delete blocks 25, 25, 27, 28, 34, 35, and 36
2. Add paragraph 3. - Flying Hoar Cost Data.
3. Block 34: applicable aircraft TEC.
4. Block 35: the number of operating aircraft in
- 2>:
pp:
- • - — ^- >— IN. —' _/' . - . . _ . 1 '-I . II U — L - _ --—__-_
sauadron custody as of 4 00 on the last day of the
reoort month for the a licaole rEC.
5. Block 36: the number of gallons of JP-4/AVGAS
consumed during the recoct month for the applicable
TEC.
5. Block 37: the number of gallons of JP-5 consumed
during the report month for the applicable TEC.
7. Block 38: the flight hours flown during the
report month plus any flight hour adjustments to
previous reported flight hours for the applicable TEC.
3. Block 39: the actual cumulative flight hears
accomplished for the FYT3 by applicable TEC.
9. Block 40: same as 3lock 34 of present BOR.
10. Block 41: Cost per hour computation. Under
column "A" enter applicable TEC. Under column "B"
enter budgeted cost per hour. Under column "C" enter
computed quarterly cost per aour. Subtract FYTD
through previous quarter obligations and hours from
current FYTD obligations and nours. Divide
obligations for the quarter by hours flown for the
quarter to obtain quarterly cost per hour. Under
column "D" enter compute FYTD cost per hour.
Divide FYTD obligations by FYTD emulative flight
hours to obtain FYTD cost per hour.
11. Block 42: Amplifying information. Remarks
required for the following conditions:
a. late BOR submission.
b. quarterly cost o er hour differs from the
granted cos. per abur oy more than dIus or minus 5
percent
.
12. Block 43: Type Commander Data.
13. Block 44: Verifying official.




The budgeted cost ger a our standard should
ir.ccrporate the different 2£§sili2iii 2ll§§^§ 2.f aviation
units . The cost per hour established in the CND OP-20 is a
budgeted figure based on the projected average fleetwide
cost per hour for a given I ype/Model/Series (TMS) aircraft.
The CPH does not directly apply to the different phases of
squadron operations. Theri are significant differences in
tha flying hours flown and OFC-01 fund obligations for an
operating squadron between the four operational phases -
training, working/ready duty, iepioyner. t , and standown.
As Type Commander, CNAP can ase historical data to
establish cost per hour levels that correlate to the
ops rational phases of his assigned squadrons. Zosts per
hoar based on the operational phases of the squadrons would
be more realistic objecti/es for the squadron to achieve and
would provide a viable standard to b= used to aeasure the
performance of squadron C3 n manding Officers.
This recommendation could bs implemented at either
the CNO (OP-51) level, or a t the CNAP level. Since CPH is
based primarily en historical data, implementation would
reguire identifying those reported costs applicable to the
various operational phases of assigned squadrons.
Identification could be accomplished by coding the 30R/FHCR
for the operational phases. Once the data base is
established CNAP and the Sguadron Conianding Officer would




6» Feedback to CEi^ating iJnits
CNAP should proviia . at least quarterly, i2fo'£aati22
on FO 1 funds management to all op_erat^.nc[ units and their
ISIC* S . Management control would be enhanced by
disseminating the following information down the chain of
command:
(1) actual monthly/quarterly IMS cost per hour versus
standard cost per hour,
(2) these squa drons/acti/it ies that consistently submit
valid obligation, flying hour, and fuel consumption
data within the prescribed tine frames, and
(3) the number of units requesting 3PTAR and/or flying
hour augmentations, the number of each not granted,
and the reasons for not granting the requests.
Feedback, of this type would enhance the management control
of OFC-01 funds in three specific *ays. First, it tells the
operating unit that attention is being paid to the
information submitted in rhe 3DR, FHIR, and augmentation
requests. Second, by identifying those commands with good
performance, it encourages the operating unit to submit
valid information. Third, it provides the ISICs and unit
commanders with CNAP's assessment of unit financial and
flying hour management performance.
Implementation rejiires unilateral action by the
Staff, CNAP. The information to be provided to the
operating units and Functional/Air Wing Commanders is
readily available and the reported 3PH versus standard CPH
is already reported in Staff internal management reports.
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G. SUMMARY OF R ^COMMENDATIONS
3asec on the analysis of the thesis and the conclusions
presented, the following recommendations to improve the
management control of Of C-3 1 funds were made:
(1) Allocate OFC-01 funis through the operational chain of
command.
(2) Fund administrators' performance evaluations should be
linked with their OFC-01 funds budget execution.
(3) The format of the 339 should bs revised.
(U) The budgeted cost per hour standard should incorporate
the different operational phases of aviation units.
(5) CNA? should provide feedback oi 3FC-01 funds
management to all operating units and their ISICs.
H. SUGGESTIONS FOR FUTURE STUDY
There are two areas related to Flight Operations
(OFC-01) funis management and the Savy Flying Hour Program
(FHP) that are suggested for future study. First, the
relationship between budget execution and aircraft readiness
should be examined. Second, the valiiity of cost per hour
(C?H) as a measure of performance for the Flying Hour
Program (FHP) is should be investigated.
The ultimate goal of any military organization is
readiness. In aircraft sgiadrons, readiness is measured in
a number of ways (e.g., percentage of trained crews
available, training level of the available crews, airframes
available). Cost per hour is a statistical measurement of
the average cost per average hour of aircraft operation.
The cost per hour measurement is an indicator of the cost to
fly a given number of hours, whereas a readiness measurement
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such as aircrew training readiness is also a function of
flight time. "What is tha cost of readiness?" is a question
being asked by many sourcas including the Congress, the
Office of Management and Bidget, and Department of Defense
itself. "What is the cost of aircraft readiness?" is an
area of potential future research.
OFC-01 funds cost per hour (CPH) is a statistical
figure based upon historical fund obligation data. The CPH
is an indicator of the resources required to support a
certain amount of flight time. The 3PH is used by CNA? to
measure the performance of reporting squadrons in meeting
the budgeted cost per hour objectives established in the
OP-20. As developed in tiis thesis, and the theses by Reily
and Sheppard (1980) and Boz in (1982) , direct aviation
support funds management is principally fiduciary in nature.
CPH compares resources axpe ndei to iours flown. The FHP, on
the other hand, is established to support operational and
•raining requirements. Operational or training 'readiness'
is the desired result (e.g., hours fLown for assigned
ission, carrier qualifications). The FHP is budgeted and
funded based on the historical cost per hour. tfhile
readiness is the desired result of tie FHP, the actual
measure of the program is cost per hour. There appears to
be r.o correlation between Z PH and the achievement or
aintainence of a level of readiness. Thus, the validity of
using cost per hour as the measure of performanoe for the
Navy Flying Hour Program siould be investigated.
I. SUMMARY
This thesis has examined the management control of
OFC-01 funds at GAP. An attempt has been make to provide
information that will be useful in inproving the management
of those funds. As noted in the conclusions, the existing
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control for 0F3-01 funds provides fiduciary control and is a
sound basis for improved lanaganent control of OFC-01 funds.
The recommendations presented provids an opportunity for:
(1) the Squadron Commanding Dfficscs to compare squadron
performance with the CNO budgeted cost per hour, and
(2) facilitating more accurate reporting of fual
consumption data.
The benefits of implementing the recommendations of the




THE FEDERAL BUDGET PROCESS
The federal budget process is coaposed of overlapping,
interrelated cycles, and may be broken down inta four
dis-incx. phases. These four phases are termed: (1)
executive formulation and transmittal; (2) congressional
enactment; (3) budget execution and control; and (4) review
ani audit. The first phase is further broken down into
three stages: planning, programming, and budgeting. The
four phases are described in this appendix. Except where
noted, the material is drarfn from the Practical
Comptrollership Course, Student Text, of the Naval
Postgraduate School, Second Edition, pp. A-3 to 27.
A. EXECUTIVE FORMULATION AND TRANSMITTAL
The executive formula-ion phase Df the budget process
provides the basis for deciding whica programs an agency
should pursue in an effort to achieve its overall goals and
objectives. This process is extremely complex in an agency
as large and diverse as tie Departaeit of Defense (DOD)
,
especially given that agency's broad goal of providing for
the national defense. In order to give some structure to
the decision- making process within his Departmeit, Robert
McMamara, Secretary of Defense in tha early 1953' s,
instituted the Planning, Programming, and 3udgeting System
(PP3S). Two valuable improvements to the decision-making
process accrued with the advent of ??3S. First, focus was
centered more on objectives and purpDses, and the long-term
alternative means for achieving them, rather than merely on
the existing bass and incremental improvements to it.
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Second, the process of prog ramming brought together planning
and budgeting by defining a procedure for the equitable
distribution of available resources among competing
programs. 3ased on sound principles, the PPBS system was
incorporated into other government agencies by the
mii-1960's, but in 1971 it was "...officially abandoned by
the federal government,. ..Its basic ideas, however, live
on. ..under other labels, la the federal
agencies. ... (Ind eed) , the system continues essentially
unchanged in the Departmeit of Defense" (Anthony and
Her zlinger, 1980, p. 30<»).
The three phases of PPBS may be described as follows:
(1) PLANNING. The planning phase begins with the
preparation and submission of the Joint Strategic Planning
Document (JSPD) by the Joint Chiefs of Staff (JCS) , which
assesses the threat to Jaitei States security and develops
force objectives to assure that security. The Secretary
of Defense (SSCDSF) uses the JSPD, along with Dffice of
--he Secretary of Defense (OSD) inputs to formulate his
Defense Guidance for program development. This is issued
-o the three military departments and concludes the
planning phase.
(2) PROGRAMMING. In the programmiig phase the Defense
3uidar.ee strategy is translated into program force
structures in terms of resource requirements, including
personnel, material, and money. This is done by each
military department in the form of Program Objective
Memoranda (POM). The Navy POM, for example, is the
Secretary of the Navy's annual recommendation to SECDEF
for the application of Department of the Navy (DON)
resources. The JCS then issues a Joint Program Assessment
Memorandum (JPAM) , which gives JCS views on the adequacy
of the composite force and resource levels presented in
93

the departmental POMs. SECDSF analyzes the JPAM and POMs
and then develops a Program Decision Memorandum (PDM) .
This PDM forms the basis of his program recommendations to
the President and is the final step of the programming
phase.
(3) BUDGETING. This is fc he last step in the PPBS cycle.
In this phase the programs developed and approved in the
preceding stage are translated into annual funding
requirements by their respective service. These
requirements are forwarded to OSD where SECDEF makes his
final choices of recommended programs within any
appropriate budget planning constraints. The final OSD
budget estimate is then forwarded to the Office of
Management and 3udget (313). After taking inputs for all
departments and agencies, OKB prepares the President's
budget for submission to Congress.
3. CONGRESSIONAL ENACTMENT
Following the executive formulation phase of the budget
process is the Congressional enactaeit phase. This process
is governed by the Congressional Budget and Impoundment
Control Act of 1 97 u . Although it contains several
significant provisions, the one most relevant to this paper
is its establishment of an orderly, structured Congressional
budget enactment process. The Act basically provides for
four phases to this process which are described below:
(1) 3UDG2T SUBMISSION. 3y November 10th the President
submits to Congress a current services budget, which
estimates the cost of continuing all current programs at
their present level. Within 15 days after Congress
convenes in January, the President submits his annual
budget including the Defense budget as prepared in the
executive formulation stage. Shortly thereafter,
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Congressional committees begin hearings, including
testimony for both proponents and opponents of the
programs, in order to filly investigate and analyze the
budget.
(2) AUTHORIZATION. In tie budget enactment process
Congress follows a two-step authorization and
appropriation procedure. In this phase they complete the
authorization step. This is the eaactment of specific
legislation authorizing an agency to pursue particular
programs or activities. It ioes not provide funds, but
normally sets maximum doLlar amounts to be appropriated or
maximum manpower force levels for specific programs.
Authorization legislation foe the iniformed military is
mder the primary cognizance of the House and Senate Armed
Services Committees. Dicing this phase Congress also
adopts the First Concurrent Resolution, which is an
estimate cf gross revenae receipts and budget expenses.
It establishes spending targets, tie level of budget
surplus or deficit and the level of public debt.
(3) APPROPRIATIONS. Once a program receives
authorization, it acquires tie funis for execution through
the enactment cf appropriations legislation. This process
is steered by the House and Senate Appropriations
Zommittees and, for the military services, their Defense
Subcommittees. These appropriations are basically
developed within the constraints of the previous
authorization legislation.
(4) RECONCILIATION. In this phase Congress adopts the
Second Concurrent Resolution, whici either reaffirms or
revises the First Concurrent Resolution and modifications
thereto. If necessary, it reconciles any differences
between the two resolutions and establishes budget
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ceilings by functions ani a floor £:r budget receipts.
Their action results in the annual budget of the United
States government.
C. BUDGET EXECUTION AND CONTROL
Once the budget is enacted by Congress it becomes the
financial plan for operations of eaca specific agency.
Normally appropriations ani other buigetary resources are
apportioned by the Director of 0MB to the agencies on a
guarterly basis. The main objective of this apportionment
system is to ensure the effective ani orderly use of the
funds and preclude over-ooi igation.
D. REVIEW AND AUDIT
This final phase of tha budget process runs both
concurrently with the exeoiticn phasa and following it. The
individual agencies are responsible for ensuring that the
obligations they incur are in accord with the appropriate
legislation and ether existing laws ini procedures.
Adiiticrally, OMB and the General Acoounting Office (GAO)




AOTHORIZED 3FC-01 POND EXPENDITURES
(1) Fuel and lubricants £de aircraft
(2) Aviators equipment - NWAIR allowance list 0035QH pertains
(3) Colored jerseys - utilized to idsntify squadron personnel used
the launch and recovery of aircraft
(4) Consumable office supplies
(5i Aerial film and recording tape used in flight
(6) Line crew safety equipment
(7) Liquid/breathing oxygen and nitrogen
(8) maintenance/servicing costs at U5AF bases (flight packets)
(9) Forms and publications (Navy stock system)
(13) Attorney's fees - in foreign countries with TYCOM approval
(11) Professional publications; incliding books and magazines
(12) Squadron plagues - foe CO, X3 aid retention efforts (see
COMKAVAIRPAC SAN DIE33 CA HSG 1M731Z FEB 31)
(13) Incentive awards - as prescribe} in SECNAVINST 1650. 24 'series




HAVY FLIING HOUR PROGRAM
A. PURPOSE
The purpose of this appendix is to delineate the
methodology utilized to prDduce ths tfavy Flying Hour Program
(FHP) .
B. BACKGROUND
The Flying Hour Program is the oomplex statement of all
requirements, budgeted hoi:s, associated costs, fuel usage
and readiness milestones for Naval Aviation foroes. The
faotcrs used to delineate the program have been developed by
Fleet Commanders, in conjunction with the OPNAV Staff,
through experience and ongoing review. These factors are
designed to present from a macro point of view, the Navy
FHP.
To provide a least common denominator for comparison and
costing purposes, the FH? is expressed in terms of hours.
Many cf the factors represent averages and are not intended
to depict fully the minuts detail of the program.
It must be understood that, in the Navy, the Fleet
Commander has full authority aad responsibility for the
execution of his assigned mission within allocated assets.
To this end, the exhibits which comprise the FHP are guides
to be utilized in the sxeontion of tie overall mission.
The bulk of the FH? (7 3%) is contained within
CINCLANTFLT/CINCPACFLT programs. The Undergraduate Pilot
Training Program (UPT) comprises 25% of the FHP and the
remaining 5% is in the CINC USNAVEUR, CN3, and 3SC programs.





The Fleet Commanders 1 FHP f s are divided into three major
categories:
(1) TACAIR/ASW, operational combat units;
(2) FLEET READINESS SQUADRONS, units which provide
transition and refresher training;
(3) FLEET TACTICAL SUPPORT, units rfhich support fleet air,
sea and shore based missions. Fleet Marine Force (FMF)
programs are included as part of the appropriate Fleet
Commander's FHP.




The key factor here is the force levels (UE)
assigned to each fleet. FHP force levels are derived from
the FIDP document known as the Aircraft Program Data File
(A?DF) . To account for increasing/decreasing force levels
(e.g., F-1U/F-U) an averaging technique is employed to
produce the number of aircraft to be operated, on the
average, for each of the F'fDP years.
2. CREW
For each type squadron a flight crew manning factor
has been derived which determines the number of crews
required for that organization to carry out its assigned




For each type aircraft, the Fleet Commander has
determined, through experience, the lour milestones to
maintain stated objectives. The "yardstick" is Primary
Mission Readiness (PMR). ? MR is taoss hours required to
maintain the average flight crew qualified and current to
perform the primary mission of the assigned aircraft; to
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include all-weather /day/nig ht/carrisr operations as
aopropriate.
To provide guidelines for tha squadron commander for
the execution of his trailing puogran, each Fleet Commander
publishes a Training and Readiness Manual (R/T Manual) .
These manuals are approved by CNO. They delineate those
evolutions deemed essential to attainment and maintenance of
the desired readiness level, Thess nilsstones are equated
to a number of flying hDurs required for their completion.
These numbers are averages of averages - accounting for the
relative experience and skill levels of all assigned crews.
Thase average numbers reflact deployed as well as
non-deployed miles-cones.
It must be noted that there is no intent in the FHP
or the R/T Manual to imply thai, every crew will be allocated
the prescribed hours nor taat they will achieve each of the
R/T Manual evolutions every month, but that they will
average that number of hour s/evoiuti:> ns (or less) ever the
entire year.
U . COMPUTAT IONS
Force Levels (OS), Crew Seat Ratio (CSR) , and PMR
hours are combined as follows to compute the annual FHP
requirement for each TACAIR/ASW squairon:
d"S X CSR = CREWS CREWS I PMR HRS X MONTHS STAFF HPS =
RQHHHT
For example, the annual requirement for 8 squadrons of
?- 1 4' s would be:
A CFT X CSR = CREWS 96 1.2 1 115.2
CREWS X PMR HRS X MONTHS STAFF HRS = RQRMNT 116.2
23 12 1680 33,7'40
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k -6 1. 15 25
SA-63 1. 50 25
1-7 1. 42 23
A-7E 1.42 25
F-4 1. 17 23
F-14 1.21 23



















IACAIR/ASW Program Factors are:













E. FLEET READINESS SQOADRDNS (SCHEDJLE B)
The hour requirement for FRS squadrons is a function of
tha number of students to be trained. Students are
programmed by category, each category requiring a prescribed
number cf hours ^o train; resulting in the required hours.
1 . CATEGORY
Category descriptions are as follows:
I A new pilot right our of UPT.
II A transition oilot; fleet experienced but not in this particul
airplane, but act current.
III A refresher Dilot; fleet experienced in this particular airpla
but not current.
IV A refresher pilot wici considerable experience in this type
aircraft but not current (prospective CO, XO, Air Wing Command




Syllabus hours plus all overhead hours required to
completely -train the studs-it (chase flights, adversary
flights, incomplete flights, reflys, maintenance test
flights, weather aborts, ate.)
F. FLEET TACTICAL SUPPORT (FTS) (SCHEDULE C)
1 . EOU 3S
Annual planning factors (utilization rate) are
aintained for each aircraft assigned in the FTS role.
These rates are updated by: (a) pasi year accomplishment,
ani (b) Fleet Commander input.
2 . FORCES
Aircraft forces ars assigns! to FTS by 3PNAV to meet
projected support requirements.
3 . COKPUTAT ION
UTILIZATION RATE X FORCES = SOURS REQUIRED
G. UNDERGRADUATE PILOT TRAINING (UPT)
Annual planning factors are maintained for each aircraft
as a function of the Pilot Training 3ate (PTR) mix of jet,
prop, and helicopter pilots to be trained. Program
requirements are computed by CNET ani forwarded to CNO
(OP-51C) for inclusion in the overall FHP.
H. STATE OF READINESS
Fiscal constraints ovsr the past several years have
necessitated reduction below the level of Primary Mission
Readiness. OSD and CNO haze aoceDtei as a minimum 38% PMR
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(TACAIR/ASW) for the long term. 85% 3f established Fleet
Tactical Support requirements will sipport this reduced
readiness level. Readiness Training Squadrons and UPT
requirements must be met to provide a stable personnel
situation and long term readiness through 100% training. To
maintain deployed forces at an adequite level of readiness,
they are allocated sufficient assets to support full PMR.
Units in workup phase, preparatory to deployment, are also
allocated full PMR hours. This procedure proviies
acceptable readiness for tiese forces, at the expense of
non-deployed units.
I. CINCUSHAVEOR/CHO/CjjC PROGRAMS
The NAVEUR, CNO, and Z3C FHP's are primarily
aduinistrative support programs. Hoir requirements are






AFM AVIATION FLEET MAINTENANCE
APF ANNUAL PLANNING FIGURE
CNO CHIEF OF NAVAL OPERATIONS
COMNAVAIRLANT COMMANDER, NAVAL AIR FORCES, U.S. ATLANTIC FLEET
COMNAVAIRPAC COMMANDER, NAVAL AER FORCES, J.S. PACIFIC FLEET
CNAL COMMANDER, NAVAL AIR FORCES, U.S. ATLANTIC FLEET
CNA? COMMANDER, NAVAL AIR FORCES, J.S. PACIFIC FLEET
CPH COST PER HOUR
FAADCPAC FLZET AMOUNTING AND DISBURSING CENTER PACIFIC
FASOTRAGRUPAC FLEET AIR SPECIAL OPERATIONS TRAINING GROUP PACIFIC
FHCR FLYING HOUR COST REPORT
FHP FLYING SOUR PROGRA1
FYTD FISCAL YEAR TO DATE
NAVCOMPT COMPTROLLER OF THE NAVY
OB OPERATING BUDGET
OFC OPTAR F'JNCTION CATEGORY
OFC-01 FUNDS FLIGHT OPERATIONS FUNDS
OPNAV OFFICE OF THE CHIEF OF NAVAL OPERATIONS
OPTAR OPERATING TARGET
OP-20 CNO FLYING HOUR PROGRAM BUDGET DOCUMENT
OSD OFFICE OF THE SECRETARY OF DEFENSE
O&MN OPERATION AND MAINTENANCE, NAVY APPROPRIATION
POL PETROLEUM, OIL AND LUBRICANTS
SICDEF SECRETARY OF DEFENSE
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